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15 YEARS OF THE CFO ACT— WHAT IS THE 
CURRENT STATE OF FEDERAL FINANCIAL 
MANAGEMENT? 


THURSDAY, NOVEMBER 17, 2005 

House of Representatives, 

Subcommittee on Government Management, 

Finance, and Accountability, 
Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 2:40 p.m., in room 
2247, Rayburn House Office Building, Hon. Todd Russell Platts 
(chairman of the subcommittee) presiding. 

Present: Representative Platts. 

Staff present: Mike Hettinger, staff director; Tabetha Mueller, 
professional staff member; Dan Daly, counsel; Erin Phillips, clerk; 
Adam Bordes, minority professional staff member; and Cecelia 
Morton, minority office manager. 

Mr. Platts. This hearing of the Government Reform Subcommit- 
tee on Government Management, Finance, and Accountability will 
come to order. 

As stewards of the taxpayers’ money, we in Congress have per- 
haps no greater responsibility than to ensure that every dollar is 
spent wisely. Regardless of party affiliation or ideological bent, all 
of us entrusted with public resources agree that they must be man- 
aged effectively and safeguarded from fraud or misuse. 

Toward that end. President George Herbert Walker Bush signed 
the Chief Financial Officers Act on November 15, 1990. The CFO 
Act was heralded as the beginning of a new era not only in Federal 
management and accountability but also in efforts to improve gov- 
ernment operations. The law laid a foundation for comprehensive 
reform, establishing Chief Financial Officers in all major executive 
agencies as well as a Deputy Director for Management and a Con- 
troller in the Office of Management and Budget. 

With the understanding that transparency brings accountability, 
the CFO Act also instituted the requirement for Federal agencies 
to submit audited financial statements, begun on a piloted basis 
and eventually extended to all agencies. 

In 1996, when the first year audits were performed government- 
wide, agencies took 5 months to close their books. Only six were 
able to earn a clean opinion. Fifteen years later, we have seen 
progress. Instead of 5 months, agencies now have only 45 days to 
submit audited statements. As opposed to only a handful of agen- 
cies, the majority of Federal departments now earn clean opinions 
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on a regular basis. Two days ago, all agencies were required to sub- 
mit their statements for fiscal year 2005, and we will discuss the 
results of those audits here today. 

It is important to note that sound financial management does not 
end with a clean opinion. In fact, clean audits are merely a starting 
point. What we need is timely, accurate, useful financial data to 
manage programs effectively, to shift resources if necessary, and to 
make informed decisions. This was a need that was highlighted by 
the response to this year’s devastating hurricane season. 

Despite progress in a general sense, the audits reveal a troubling 
picture at some of our most important departments. As a nation at 
war and under the threat of terrorism, management at the Depart- 
ment of Defense and Homeland Security should be top-notch. Yet 
these two departments have never been able to earn a clean opin- 
ion, a trend that unfortunately continues this year. It is dangerous 
to assume that an important front-line mission should relegate 
management to the back burner. On the contrary, sound financial 
management can only enhance mission performance. This is why it 
must be a priority at every department. This level of trans- 
formation can only occur with the commitment of top leadership. 

We are honored to have two influential leaders in financial man- 
agement before us today. The Honorable Dr. Linda Combs is the 
Controller for the Office of Federal Financial Management at 0MB, 
one of the key positions established by the CFO Act. Dr. Combs has 
served as CFO at the Department of Transportation and the Envi- 
ronmental Protection Agency and brings an important perspective 
as she guides CFOs governmentwide. 

Mr. Jeffrey Steinhoff is the Director of Financial Management 
and Assurance at the Government Accountability Office. He was 
part of the team that was instrumental in drafting and enacting 
the CFO Act. 

We thank both of you for being here today and for your contin- 
ued work with the subcommittee. We will look forward to your tes- 
timonies. As a practice, we will have both of you stand and be 
sworn in. If Mr. Towns joins us during your testimony, we will see 
if he has a statement that he would like to offer before we then 
go into questions, depending on his interest. 

If you would both raise your right hand, and any staff that will 
be guiding you today, if they would stand and be sworn in as well. 

[Witnesses sworn.] 

Mr. Platts. Thank you. The clerk will note all witnesses af- 
firmed the oath. 

We appreciate, as always, your substantive written testimonies 
and allowing us to be well prepared for a good dialog here today. 
We are going to set the clock for 8 minutes, but we really do appre- 
ciate both your time and efforts, and that is a guide. But don’t 
worry, if you need more time to complete your statements, please 
take the time. We really want to hear what you have to say. 

Dr. Combs. 
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STATEMENT OF DR. LINDA COMBS, CONTROLLER, OFFICE OF 

FEDERAL FINANCIAL MANAGEMENT, OFFICE OF MANAGE- 
MENT AND BUDGET 

Ms. Combs. Thank you, Chairman Platts, and we welcome the 
opportunity to he with you today. It is a great opportunity to ap- 
pear before this committee and discuss the CFO Act and the over- 
all state of financial management in the Federal Government. 

When the CFO Act was passed in 1990, I was the Assistant Sec- 
retary for Management at the Department of the Treasury. So for 
those of us who have worked on the CFO Act from its initial pas- 
sage and have been passionate about financial management in the 
Federal Government for all these years, it is indeed a welcomed op- 
portunity to have a 15-year reflection and to remind ourselves of 
how far we have actually come thanks to the committed efforts of 
people sitting here at this table and people behind the bench where 
you sit as well. So I thank you again for this opportunity and for 
the financial management support that you give in the Federal 
Government. 

I think there has been tremendous, strong progress in Federal fi- 
nancial management, and recognizing the accomplishments of hard 
working financial managers across the Federal Government is a 
tremendous, wonderful way to celebrate the 15 years that we are 
here to talk about today. 

When the CFO Act was signed 15 years ago, the Federal Govern- 
ment was responding to many financial management challenges. 
And in responding to these challenges, the act, as you pointed out, 
set forth many ways in which financial management should be 
strengthened. One of those ways was in the leadership. Another 
was in implementing more disciplined financial controls and pro- 
ducing more timely and reliable financial information for day-to- 
day decisionmaking. 

I am proud to share that today. Here 15 years later, we do have 
the CFO community that’s committed to very, very strong financial 
leadership, committed to transparency in financial reporting, and 
committed to meeting the very highest standards in reporting, and 
that we are reporting on those highest standards to be the highest 
in our modern memory. 

The administration monitors our financial goals using the im- 
proved financial performance initiative under the President’s man- 
agement agenda. We are definitely looking for results in financial 
management. We believe that what gets measured gets done. 

The improving financial performance initiative, as part of the 
President’s management agenda, includes a very detailed set of fi- 
nancial standards that every Federal agency is accountable for 
meeting. As the Controller in the Office of Management and Budg- 
et, I work very closely with each of our agencies’ CFOs to develop 
financial management improvement plans and to monitor those re- 
sults. 

I want to say that I am very, very proud of our CFOs. I am proud 
of their hard work, diligent efforts, and continuing efforts to im- 
prove Federal financial management. We in the administration 
know that money we spend is indeed the taxpayers’ money. There- 
fore, we must be good stewards of the people’s money. And over the 
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past few years, we have made tremendous strides in accelerating, 
improving, and streamlining financial management processes. 

Timely audits are vital for ensuring that taxpayer money is spent 
honestly and wisely. When the CFO Act was passed in 1990, as I 
recall there were only five agencies at that time that were partici- 
pating in a pilot to see if they could even produce auditable finan- 
cial statements. As I recall, the result of that was that one of those 
pilots actually attained a clean audit. 

Moving forward to 10 years later, in 2000, when we came into 
this administration, the CFO Act agencies were taking as long as 
5 months still at that time to complete their financial statements. 
And now we have Federal agencies that are reporting 45 days after 
the end of the fiscal year. And this year, just 2 days ago, we 
reached a remarkable milestone in regard to that 45-day reporting 
deadline. On Tuesday, November 15, every major Federal agency 
completed its performance and accountability report just 45 days 
after year end of the 2005 fiscal year. This is the first time every 
audit was completed since that deadline was set in 2001. That is, 
in and of itself, a remarkable success story. 

As a result of the accelerated reporting process and the expecta- 
tions of high standards, the overall quality of financial reporting at 
Federal agencies has consistently produced clean audits. For 3 con- 
secutive years the number of unqualified opinions has remained 
relatively stable. Additionally, I believe our steps to bring about 
stronger internal controls, which are emphasized in the revisions 
to Circular A-123, represent tremendous advances toward timely 
and reliable financial information. 

Beginning with this fiscal year, and already in progress, agency 
managers are required to undertake a strengthened internal con- 
trol assessment process. Key milestones from these plans are being 
incorporated into the improved financial performance initiative 
scorecard to ensure that agencies are accountable for meeting their 
goals. These efforts will culminate in the agencies’ first manage- 
ment assurance statement for internal controls over financial re- 
porting on June 30, 2006. 

In closing, I continue to believe that the President’s management 
agenda is one of the most effective tools we have in promoting fi- 
nancial improvement and excellence to hold agencies accountable 
for good, positive results. The administration remains dedicated to 
being a good steward of taxpayer dollars through strong financial 
management. Specifically, we hope to accomplish this through con- 
tinued good leadership, our dedication to transparency, and our ad- 
herence to the highest standards possible. 

I look forward to continuing to work with this subcommittee on 
the overall financial management of the Federal Government. 
Thank you, Mr. Chairman, for the opportunity to be here with you 
today. I will be pleased to address at the appropriate time any 
questions that you may have. Thank you. 

[The prepared statement of Ms. Combs follows:] 
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Statement of The Honorable Linda M. Combs 
Controller, Office of Federal Financial Management 
Office of Management and Budget 

Before the 

Subcommittee on Government Management, Finance, and Accountability 
Committee on Government Reform 
United States House of Representatives 
November 17, 2005 


Thank you, Chairman Platts and Members of the Committee. 

I am pleased to be here today to provide this Subcommittee with the 
Administration’s perspective on the past, present, and future of the Chief Financial 
Officers (CFO) Act and the state of financial management within the Federal 
Government. I will discuss the circumstances that brought about the Act, compare the 
environment fifteen years ago to today, describe what the Administration has 
accomplished to date to further the Act, and speak to the road ahead. 

When the CFO Act was signed fifteen years ago, the Federal Government was 
responding to numerous financial management challenges. At that time, the former 
Comptroller General testified that billions of dollars were ‘at risk’ in the Federal 
Government’s programs due to inadequate financial management systems and controls. 
The CFO Act was a direct response to these deficiencies and was directed toward 
reforming financial management practices within the Federal Government. In short, the 
Act called for stronger financial leadership, more disciplined financial controls, improved 
financial management systems, and accurate and timely financial information for 
decision-making. These requirements have driven significant financial management 
reform over the past fifteen years and continue to advance financial management 
improvement. 

Today, the primary mechanism the Administration uses to promote financial 
improvement is the President’s Management Agenda (PMA) initiative for Improving 
Financial Performance. Under this initiative, the President identified a limited number of 
clear, meaningful, and attainable financial goals that every Federal agency must meet. 
Each individual goal (e.g., receiving an unqualified opinion on audited aimual financial 
statements) is an indicator of financial management excellence. Agencies who do not 
meet individual goals must prepare action plans for meeting them as well as demonstrate 
ongoing progress in achieving results. 

Stronger Financial Management Leadership 

A significant improvement driven by the PMA’s financial improvement effort has 
been its influence in unifying the government’s CFOs. Namely, every CFO across the 
Federal Government now shares common goals for improving financial performance. 
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Further, Federal agencies. Congress, and the public can compare how well each agency is 
performing in meeting those goals. In my role as Controller, I work closely with each of 
the CFOs to develop financial management improvement plans and monitor results. I am 
encouraged by their hard work and professional efforts to improve Federal financial 
management. 

I have observed that when agencies are preparing their plans to respond to their 
specific weaknesses, the CFOs seek the counsel of other CFOs for best practices and 
other innovative ways to address financial weaknesses. Because of this collaborative 
spirit, I believe we have gone beyond the CFO Act’s organizational and leadership 
requirements of a centralized financial management leadership structure within the Office 
of Management and Budget (0MB) as well as having CFOs at every agency. 

Specifically, we have created a financial management community that works closely with 
one another through councils and forums across the Federal Government to respond to 
long-standing and arising financial challenges. 

More Disciplined Financial Reporting and Controls 

In addition to requiring stronger financial leadership, the CFO Act addressed the 
need for reporting practices that disclosed the current and probable future costs of 
operating and investment decisions. To satisfy this requirement, the Act required that 
agencies prepare and submit annual audited financial statements. This provision 
addressed the need for greater accountability over how taxpayer dollars were being spent. 
The first year after its enactment, five pilot agencies prepared and submitted financial 
statements on their fiscal year 1990 activity. It was apparent, however, that there was a 
need for more transparency into the government’s financial health in order to ftilfill the 
financial statement reporting requirement and enable comparison across Federal agencies 
and programs. 

To respond to the need, the Federal Accounting Standards Advisory Board 
(FASAB) was created to develop generally accepted financial accounting and reporting 
standards across the Federal Government. Federal agencies were required to comply 
with this common set of accounting and financial reporting standards and their 
compliance was measured by independent audits. 

The FASAB standards were only a first step. Agencies continued to spend 
considerable time and effort after the end of the fiscal year to produce reliable financial 
reports. To put this into perspective, when this Administration came to office, the CFO 
Act agencies took as long as five months to complete their financial statements. Today, I 
am pleased to report that CFO Act agencies are able to prepare and have audited their 
financial statements in about 45 days. A majority of these agencies have also received 
unqualified opinions on their financial statements in an environment of heightened 
accountability. In addition to reducing the amount of time for producing audited 
financial statements, since fiscal year 2001, agencies have reduced the number of auditor- 
reported material weaknesses by nine percent and the number of management reported 
weaknesses by 75 percent. This result is especially noteworthy since greater fiscal 
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discipline was needed to successfully meet the new and more aggressive reporting 
deadline. 

To make accelerated financial reporting more routine, the Federal Government is 
committed to strengthening internal controls and improving the efficiency of our 
financial processes. A strong foundation of effective internal control is essential to 
support the production of timely and reliable financial information. 0MB has 
emphasized this in 0MB Circular A- 123, Management ’s Responsibility for Internal 
Control (A-123). The A-123 defines management’s accountability and responsibility for 
maintaining effective internal control. Revisions were made to A-123 in December 2004 
providing agencies with a framework for assessing and managing financial reporting 
risks more strategically and effectively. Beginning in fiscal year 2006, management is 
required to undertake a strengthened internal control assessment process, including 
documenting and testing the controls over financial reporting. This process is similar to 
what public companies must follow under the Sarbanes-Oxley Act. OMB is taking a 
very active oversight role in implementing the new requirements contained in A-123. 

To ensure agencies are continuing on the right path, OMB has required that 
agencies submit agency-specific implementation plans for the new A-123 requirements. 
Over the next several months, agencies will complete risk assessments, identify key 
processes and controls, and test these controls to determine their effectiveness. This 
effort will culminate in the agencies’ first management assurance statement for internal 
control over financial reporting as of June 30, 2006. Key milestones from the plans will 
also be incorporated into the Improving Financial Performance initiative scorecard under 
the PMA to ensure agencies are accountable for meeting their goals. While the 
Administration anticipates that the A-123 activities may uncover more weaknesses in the 
near-term, we believe financial reporting will only be strengthened in the long-term. We 
will continue to use the PMA goals, the agency plans to comply with these goals, and our 
ongoing interaction with agencies to ensure that agencies continue to make measurable 
progress. 

Timely and Reliable Financial Information 

As agencies continue to reduce the timefimne to publicly report their financial 
results as well as reduce the number of material deficiencies, agencies move closer to the 
true goal of financial accountability. Namely, we are ensuring that agencies produce 
complete, reliable, timely, and consistent financial information for use by the executive 
branch of the Government and the Congress in the financing, management, and 
evaluation of Federal programs. To produce reliable and timely information, agencies 
need financial management systems that support accounting standards and controls. 

Thus, another PMA goal is that agencies implement modem, compliant financial 
management systems that provide reliable, useful, and timely financial information for 
decision-making. Agencies are making steady progress in achieving this goal. 

The PMA also focuses on ensuring that the resources entrusted to the Federal 
Government are well managed and used wisely. One of the guiding principles for the 
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President’s vision is for the government to be results-oriented. To achieve ‘green’ status, 
agencies must go beyond having an unqualified audit opinion, meeting reporting 
deadlines, and resolving material weaknesses. Agencies must present evidence to 0MB 
that financial information is available for managers on demand and that information is 
actively being used to drive results in key areas of operations. 0MB assesses many 
factors including: the outcomes that agencies are looking to achieve, how agencies are 
using data strategically to drive the outcomes, and how agencies will measure the results 
to know the desired outcomes were achieved. In order to maintain ‘green’ status, 
agencies need to have a plan to continually expand their efforts so that all managers have 
the financial information needed to operate their programs. 

The Road Ahead 

The outlook for the Federal Government to improve the quality and timeliness of 
financial reporting and to fulfill our stewardship responsibilities to the American citizen 
is favorable. Using the PMA, the Administration has identified and focused every 
Federal financial manager on addressing the most significant financial deficiencies across 
the government. The road ahead continues to follow the path that the President has laid 
out: continuing to use financial information more strategically, strengthening internal 
control, and quantifying improvements and achievements in terms that everyone 
understands. Keeping this in mind, 1 would like to highlight two key initiatives where the 
Administration is focusing its efforts for using financial information to manage and 
reduce cost: eliminating improper payments and improving the stewardship and 
accountability over real property. 

Reducing improper payments is a key indicator of agency financial management 
improvement efforts. This year's Performance and Accountability Reports will report 
that agencies are making significant progress in reducing the approximately $45 billion of 
improper payments identified last year, and that they are continuing to improve their 
detection and prevention of additional improper payments. As "new" improper payments 
are identified, agencies are moving quickly to initiate corrective actions to address the 
root causes of error. 

Another component of sound fiscal management is managing our real property 
and inventories at the right size and cost. The Federal Real Property Asset Management 
initiative under the PMA has heightened awareness of this objective and is leading to 
better asset management decisions. The ultimate goal of this initiative is to develop and 
implement the necessary tools (e.g., planning, inventory, performance measures) to 
improve management decision-making so that property inventories are maintained at the 
right size, cost, and condition to support agency mission and objectives. Through the 
PMA, the Administration is holding agencies accountable to utilize improved planning 
and data gathering to implement specific rightsizing activities that will reduce suiplus 
assets, improve the condition of mission critical assets, and ensure that assets are 
managed at the right cost. 
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A foundation of effective internal control is critical to realizing the goals above. 
Federal agencies are making significant progress in mitigating risks and reducing the 
amount of material internal control weaknesses that may lead to program inefficiencies 
and improper payments. CFOs will need to continue to provide strong leadership, 
innovative thinking, careful planning, and more disciplined processes as they manage 
more diverse and complex operations with less resources and tighter timefi'ames than 
fifteen years ago. As Controller, I will continue to lead the Federal financial management 
community in achieving the President’s vision and goals for improving financial 
management. 

Thank you, Mr. Chairman for the opportunity to speak before you today. I am 
pleased to address any questions. 
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Mr. Platts. Thank you, Dr. Combs. We appreciate your testi- 
mony. Mr. Steinhoff. 

STATEMENT OF JEFFREY C. STEINHOFF, MANAGING DIREC- 
TOR, FINANCIAL MANAGEMENT AND ASSURANCE, GOVERN- 
MENT ACCOUNTABILITY OFFICE 

Mr. Steinhoff. Chairman Platts, it is a special privilege to be 
here today on the 15th anniversary of the passage of the CFO Act, 
widely heralded as the most far-reaching financial management re- 
form legislation in 40 years. A decade and a half later, the act has 
clearly stood the test of time and is the foundation of efforts to 
strengthen financial accountability. 

Today, I would like to do three things: Provide a quick historical 
perspective of what the framers of this act were trying to achieve; 
second, share my thoughts on the impact of the act to date; and, 
finally, to talk about some of the challenges going forward, as we 
are not yet at the finish line. 

Let me quickly touch on the historical perspective. In 1990, the 
environment was one where financial systems and controls were 
abysmal and there was hardly any good year-end financial report- 
ing. Clearly, financial management was not a high priority and the 
CFO job was typically part of a broader range of duties and re- 
ceived short shrift. The CFO Act was directed at establishing finan- 
cial accountability and managing the cost of government. It was 
even recognized back then that we did face serious financial chal- 
lenges and we had to manage our costs much better. 

While understandably there is a lot of focus on the audited finan- 
cial statements, the end game has always been the establishment 
of a fully functioning CFO operation that includes a cadre of highly 
qualified CFOs and supporting staff, modern financial management 
systems that provide reliable, timely, and useful information to 
support day-to-day decisionmaking and that enable the systematic 
measure of performance — this is not about accounting, it is about 
accountability — and, finally, sound internal controls that safeguard 
assets and ensure accountability. 

Regarding the impact of the act 15 years later, I would like to 
answer a few questions tied directly back to the act’s objectives. 

Has the quality of financial management leadership been 
strengthened? The answer is an emphatic yes. The CFO position 
has moved from the back room to the board room. Dr. Combs, who 
came to this job with a proven track record in financial manage- 
ment, not in something else, exemplifies today’s CFO. 

Have financial management systems improved? Again, yes. 
While systems continue to be the most difficult challenge by far, we 
are not close to the finish line there. There has been important 
progress, people have come a long way, whether it be standardiza- 
tion, core systems, or better defining what is required and needed. 
And for most agencies the problems are not nearly on the order of 
magnitude they were in 1990. There are, nevertheless, very dif- 
ficult challenges ahead, and they fall mainly in the area of systems. 

Have there been improvements in internal control? Again, yes, 
but it is with financial management systems that additional im- 
provements are needed. Importantly, recent revisions to a 123 that 
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you and Dr. Combs referred to, which GAO fully supports, have 
bolstered the emphasis in this important area. 

Has financial reporting improved? As you pointed out in your 
opening statement, 18 clean opinions versus 6. In 1990, no one 
even imagined we would have a requirement for audited financial 
statements. There were pilots. They weren’t expected to go too far. 
No one would have ever imagined one clean opinion versus 18, 
much less in 45 days. Where the law gives folks 5 months, the fact 
of the matter is in some of those earlier years, there were some 
agencies that took up to 13 and 14 months. So this is a major 
achievement. 

Most importantly, we have witnessed a culture transformation. 
In 1990, not everyone in the CFO community was supportive of the 
CFO Act. Some believed the demand for reform would simply run 
its course and fade away. Well, that has not been the case. We 
have seen strong support from the past three administrations. 
From the outset of the current administration, improved financial 
management has been one of the cornerstones of the President’s 
management agenda. We have seen strong support and continuous 
oversight by the Congress. Especially important has been this sub- 
committee’s strong leadership. 

As Dr. Combs mentioned, you get what you measure. And one 
measure, a very important measure, is whether Congress really 
cares. 

Fifteen years later, people no longer question the value of the 
concepts in the CFO Act. Today, the question is no longer why do 
I have to do these things, but rather how can I do them better? 

While I have spoken about the positive impact of the act, the 
journey to excellence in financial management is far from over. I 
see five principal challenges for the future. 

First and foremost, agencies must take full advantage of modern 
technology and develop financial management systems that are in- 
tegrated with a range of other business systems. This is a key re- 
quirement of the CFO Act. 

The past is littered with far too many failed systems initiatives 
and/or projects that simply perpetuated stovepipe systems. One 
need only look at the Department of Defense. Despite spending 
tens of billions of dollars, and at last count having over 4,200 busi- 
ness systems, DOD remains high risk in every primary business 
area and cannot produce auditable financial information. Today, we 
see strong commitment in DOD to transform its business oper- 
ations and to overhaul financial management. But it will take 
many years under the best of circumstances to address deeply root- 
ed problems. 

Second, the financial management work force of the future will 
have to be able to provide even greater strategic decision support 
in order to add value to program managers. The goal is to move 
primary focus from transaction processing and reconciliation and 
cleaning up of errors to the systematic measurement of perform- 
ance and the development of cost information, as called for in the 
CFO Act. This will require a different skill set. 

Third, addressing internal control weaknesses will be an ongoing 
challenge. Good internal control requires constant vigilance. It is 
not a one-time event and an ability to leverage technology. Im- 
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proper payments and computer security are two cross-cutting 
issues that are now being addressed. 

Fourth, we must continue to refine financial reporting so that 
there is better transparency regarding our Nation’s fiscal condition. 
A summary consolidated financial report and different ways of rec- 
ognizing the range of Federal commitments are two areas on the 
radar screen. 

Finally, we must deal with the long-term nature of reform and 
provide for continuity in an environment where leadership changes 
are a way of life. The President’s management agenda has provided 
a sound framework for reform. It fully supports the concepts of the 
CFO Act and has been very important in what we have seen in the 
last 5 years. The job, though, will not be complete at the end of this 
administration and continuity will be critical going forward. 

In closing, I want to thank this subcommittee and its prede- 
cessors who had the vision to enact the CFO Act and for the posi- 
tive continuous support and oversight over the past 15 years. Your 
continued attention has been instrumental to the very positive re- 
sults we have seen to date and will be essential in reaching the 
goals of the CFO Act going forward. 

This completes my summary statement. I will be pleased to an- 
swer any questions that you may have at this time. 

[The prepared statement of Mr. Steinhoff follows:] 
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What GAO Found 

In the 15 years since the enactment of the CFO Act, the federal government 
has made substantial progress in strengthening financial management. The 
past 3 administrations have all made financial management reform a priority. 
Improved financial maimgement has been one of the cornerstones of the 
President’s Management Agenda from the outset of the current 
administration. There has been a clear cultural change in how financial 
management is viewed and carried out in the agencies and a recognition of 
the value and need for good financial management throughout government, 
which was not the case in 1990. There are now qualified CFXDs across 
government, who bring to the job proven track records in financial 
management. Financial management systems and internal control have been 
stren^ened. Generally accepted government accounting standards have 
been developed. For fiscal year 2005, 18 of 24 CFO agencies received clean 
audit opinions on their financial statements, up from just 6 in fiscal year 
1996. This year’s audited financial statements were issued in just 1V& months 
after the close of the fiscal year as opposed to 5 months, which is the 
deadline in the Act. Agencies are also now preparing performance and 
accountability reports that tie together financial and performance 
information, 'niough not yet auditable, primarily because of problems in the 
Department of Defense, comprehensive annual consolidated financial 
statements are being issued in 2V^ months as opposed to the fi-month 
timeframe allowed in the Act. 

While there has been marked progress in the past 16 years and the CFO Act 
has proven itself as the foundation for financial accountability, GAO has 
identified five principal challenges to fully realizing the world-class financial 
management anticipated by the CFO Act. The need to: 

1. modernize and integrate financial management systems to provide a 
complete range of financial and cost information needed for 
accountability, performance reporting, and decision making, with 
special emphasis on the Department of Defense, which has deeply- 
rooted systems problems, 

2. build a more analytic financial management workforce to support 
program managers and decisionmakers, 

3. solve long-standing internal control weaknesses, 

4. enhance financial reporting to provide a complete picture of the 
federal government’s overaD performance, financial condition, and 
future fiscal outlook, and 

5. ensure that financial management reform is sustained given the 
leadership changes that occur at the end of any administration and the 
long-term nature of many of the ongoing reform initiatives. 

The continuing strong support of the Congress has been a catalyst to the 
important progress that has already taken place and will be essential going 
forward. 
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Mr. Chairman and Members of the Subcommittee: 

I am pleased to be here today on the iSth anniversary of the enactment of 
the Chief Financial Officers Act of 1990‘ (CFO Act) to discuss the effect of 
this groundbreaking legislation as well as the chaUenges that still remain. 
Having worked closely with the members of Congress on passage of the 
CFO Act, I can attest first hand that while many chaUenges still exist, the 
state of federal financial management has come a long way since 1990. 
Nearly all the CFO Act agencies^ have made marked improvements in 
financial mwagement and have shown that issuing timely audited 
financial statements can become a routine part of doing business at the 
federal level. At the same time, there are opportunities to take federal 
financial management to the next level, wWch will be important as the 
federal government faces difficult fiscal challenges that will require 
reliable financial and performance information to support timely decisions 
on spending, and pressui^s to address fraud, waste, abuse, and 
mismanagement will only intensify. Also, certain material weaknesses in 
internal control and in selected accounting and financial reporting 
practices have continued to prevent the GAO from being ^le to issue an 
opinion on the consolidated financial statements of the U.S. government. 
These weaknesses which hinder management’s ability to manage day-to- 
day operations, most notably at the Department of Defense, need to be 
resolved. 

Today, I would like to 

• highlight the legislative history of the CFO Act; 

• summarize the key elements of the CFO Act; 

• outline progress made to date in implementing the CFO Act; and 

• provide our views on the challenges remaining. 


'Pub. L No. 101-676, 104 Stat. 2838 (Nov. 16. 1990). 

*The CFO Act agencies are the executive branch agencies listed at 31 U.S.C. §90l(b), See 
Appendix I. 
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CFO Act Enacted to 
Address Longstanding 
Problems 


Prior to passage of the CFO Act in 1990, the seemingly never ending 
disclosures of fraud, waste, abuse, and mismanagement in federal 
programs painted a picture of a government unable to manage its 
programs, protect its assets, or provide taxpayers with the effective and 
economic^ services they expect. As the Comptroller General pointed out 
around the time the CFO Act was passed,® the problems that existed were 
not limited to a few agencies or a few programs; rather, all of the major 
agencies had serious problems. For years, GAO and the Inspectors General 
had reported a litany of problems that resulted in wasteM spending, poor 
mwagement, and losses totaling billions of dollars. In some cases, the 
government’s ability to carry out crucial programs had been severely 
hampered. 


The financial management environment was in such disarray that not only 
were audited annual financial statements not required, most in the federal 
financial management community did not even see the value of annual 
financial reporting. The need for federal financial statements was an area 
of major disagreement. Budgeting was what financial management was all 
about, and accountability for how the money was being spent was not the 
priority. Federal managers in the government were more concerned with 
the budget and did not focus on improved financial management. 


Concerned about the ever-growing problems in federal financial 
management and the need for a more integrated, comprehensive, and 
systematic sq^proach to reform, in 1985 the Comptroller General issued a 
two-volume report entitled, Managing the Cost of Government: Building 
an Elective Financial Management Structure* This report laid out the 
nature and scope of the problem and provided the conceptual framework 
for the reforms needed to improve the federal financial management and 
therefore, manage the cost of government Problems included the poor 
quality of financial management information and antiquated financial 
management systems, with recommended reforms such as strengthened 
accounting, auditing, and financial reporting and the systematic 
measurement of performance. In addition, GAO and the Office of 
Management and Budget (0MB) conducted separate studies of “high risk” 
programs that demonstrated breakdowns in internal control affecting 


^GAO.Pinanciai Management Reform, GAOA’-AFMD-90^1 (Washington, D.C.: Sept. 17, 
1990). 

*GAO, Managing the Cost of Government: Building an Effective Financial Management 
Structure, GAO/AFMD-S6-35 (Washington, D.C.: February, 1986). 
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hundreds of billions of dollars. Since January 1990, GAO has designated 
certain federal programs and operations as high risk because of their 
greater vulnerabilities to fraud, waste, abuse, and mismanagement The 
increased awareness of the nature and extent of high-risk programs 
further bolstered the need for broad-based congressional action. 

While the federal government had not made concerted progress in 
reforming financial management, state and local governments had moved 
beyond the federal government in this area because of key factors 
including federal legislation such as the Single Audit Act of 1984.® The 
Single Audit Act of 1984 established financial audit requirements for state 
and local governments that receive federal financial assistance in excess 
of certain dollar thresholds in any fiscal year. The Single Audit Act also 
included a requirement for independent auditors to review whether state 
and local governments have adequate internal control over federal funds. 
The need to comply with this law prompted states and local governments 
to focus on improving financial management and accountability. In the 
1980s, many states began producing financial reports based on generally 
accepted accounting principles to provide a more complete picture of 
their financial situation. Consequently, in 1990, many in the financial 
management community believed that state and local governments were 
ahead of the federal government.* 

To address the underlying problems that plagued federal financial 
management in March 1986, Senator William Roth introduced S.2230, the 
Federal Management Reorganization and Cost Control Act of 1986. Over 
the ensuing 4V^ years, the concepts in S.2230 were refined and debated/ 
What resulted was the CFO Act of 1990. The CFO Act, with bipartisan and 
bi-cameral support, had as its principle sponsors Senators Jo^ Glenn and 
William Roth and Representatives John Conyers and F^ank Horton. Signed 
into law by President George H.W. Bush on November 15, 1990, the CFO 
Act was the most comprehensive and far-reaching financial management 
improvement legislation since the Budget and Accounting Procedures Act 
of 1950. The CFO Act established a leadership structure, provided for long- 


®Pub, L. No. 98-502, Stat 1510 (Oct 19, 1984). 

®Tlie Single Audit Act was later amended by the Single Audit Act Amendments of 1996. Pub. 
L No.l04-i56. UO Stat 1396 (JuL 5, 1996). 

^See H.R. Rep. No. 101-818, Part I (1990). 
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range planning, required audited financial statements, and strengthened 
accountability reporting. 

The CFO Act was the beginning of a series of man^ement reform 
legislation to improve the general and financial management of the federal 
government, and laid the foundation for other key legislative reforms that 
followed a common thread of increased accoimtability and better 
management practices. The first legislation that followed the CFO Act was 
the Government Performance and Results Act of 1993* (GPRA), which 
requires agencies to develop strategic plans, set performance goals, and 
report annually on actual performance compared to goals. GPRA was 
followed by the Government Management Reform Act of 1994“ (GMRA), 
which made permanent the pilot program in the CFO Act for armual 
audited agency-level financial statements, expanded this requirement to all 
CFO Act agencies, and established a requirement for the preparation and 
audit of govemmentwide consolidated financial statements. The Federal 
Financial Management Improvement Act of 1996'® (FFMIA) built on the 
foundation laid by the CFO Act by reflecting the need for CFO Act 
agencies to have systems that can generate reliable, useful, and timely 
information with which to make fully informed decisions and to ensure 
accountability on an ongoing basis. The Ciinger-Cohen Act of 1996” (also 
known as the Information Technology Management Reform Act of 1996) 
sets forth a variety of initiatives to support better decision making for 
capital investments in information technology, which has led to the 
development of the Federal Enterprise Architecture and better-informed 
capital investment and control processes within agencies and across 
government. The Accountability of Tax Dollars Act of 2002'® (ATDA) 
required most executive agencies that are not otherwise required, or 
exempted by 0MB, to prepare annual audited financial statements and to 
submit such statements to Congress and the Director of OMB.‘* Lastly, the 
Department of Homeland Security Financial Account^ility Act of 2004'^ 


*Pub. L. No. 103-62, 107 Stat. 285 (Aug. 3, 1993). 

“Pub. L. No. 103^56, 108 Stat. 3410 (Oct 13, 1994). 

‘®Pub. L. No. 104-208, div. A., sec. 101(0, tiUe VIH 110 Stat. 3009, 3009-389 (Sept 30, 1996), 
"Pub. L No. 104-106, div. E, UO Stat 186, 679 (Feb. 10. 1996). 

'“Pub, L. No. 107-289. 116 Stat 2049 (Nov. 7, 2002). 

'“ATDA agencies are not required to comply with FFMIA. 

"Pub. L No. 108-330, 118 Stat 1275 (Oct 16, 2004). 
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added the Department of Homeland Security (DHS) to the list of CFX) Act 
s^encies. 

As shown in figure 1 , if successfully iir^Iemented, these reforms provide a 
solid basis for improving accountability of government programs and 
operations as well as routinely producing valuable cost and operating 
performance information. 



The CFO Act 
Mandated Numerous 
Changes 


The enactment of the CFO Act represented a broad-based recognition that 
federal financial management was in great need of fundamental reform. 
Key elements of the CTO Act require centralized financial management 
leadership, both governmentwide and at the ^ency level, and as expanded 
by GMRA, agency-level and govermnentwide annual audited financial 
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statements. To facilitate stewardship and accountability at executive 
branch agencies, the CFO Act designated CFOs with broad responsibility 
for modernizing financial management systems, financial reporting, asset 
manj^ement, and strengthened internal control practices. The systematic 
measurement of performance, the development of cost information, and 
the integration of financial management systems are some of the financial 
management practices called for by the CFO Act that, if properly 
implemented, will significantly improve financial management throughout 
the federal government Furthermore, the Act statutorily designates the 
24'® executive departments and agencies covered. These 24 departments 
and agencies represent 95 percent of net outlays in fiscal year 2004. 

Strong centralized leadership is essential to solving the government’s long- 
standing financial management problems. The CFO Act provided for such 
leadership by giving 0MB broad new authority ^d responsibility for 
directing federal financial management, modernizing the government’s 
financial management systems, strengthening financial reporting, ^d 
internal control. The CFX) Act also created a new position in 0MB, the 
Deputy Director for Management, who serves as ^e government’s chief 
official responsible for financial management. In addition, the CFO Act 
established a new Office of Federal Financial Management (OFFM) in 
0MB to carry out the government-wide financial management initiatives 
and responsibilities. To head this office, the CFO Act established the 
position of Controller, an individual who must possess demonstrated 
ability and practical experience in accounting, financial management, and 
financial systems. This Individual has responsibility for handling the day- 
to-day operations of OFFM to ensure that financial operations are being 
properly carried out government-wide. 

Executive-level leadership is a critical success factor for building a 
foundation of control and accountability that supports external reporting 
and performance management, which is needed to achieve the goals of the 
CFO Act. For this reason, an agency CFO must be a key figure in an 
agency’s top management team. The CFO Act stipulates that the CFK) is a 


shown in appendix I, initially, 23 agencies were designated as subject to the CFO Act. 
Upon its estid>5ishment as an independent agency, the Social SecuriQr Administration was 
added in 1994. TTie Federal Emergency Management Agency, one of the ori^al CFO Act 
agencies, was transferred to the Department of Homeland Security in 2003. The 
Department of Homeland Security Financial Accountability Act of 2004 added DHS to the 
list of CFO Act agencies thus bringing the number of CFO Act agencies again to 24 for 
risc£d year 2005. 
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presidential appointee or appointed by the ^ency head and is assisted by 
a Deputy Chief Financial Officer, Both the CFO and the Deputy CFO 
generally must possess demonstrated ability in ^counting, budget 
execution, fmancial and management analysis, systems development, and 
practical experience in fmancial management practices in large 
governmental or busmess entities. Among the CFO’s responsibilities are 
developing and maintaining integrated accounting and financial 
management systems, directing, managing, and providing policy guidance 
and oversight of all agency financial management personnel, activities, and 
operations, and overseeing the recruitment, selection, and training of 
persormel to carry out ^ency financial management functions. In 
addition, each CFO for the 24 agencies serves on the Chief Financial 
Officera Council, which regularly meets to advise and coordinate the 
activities of the agencies of its members on such matters as consolidation 
and modernization of finwcial systems. The CFO Act created the council 
and specified that the council will be chaired by OMB’s Deputy Director 
for Management Other members will be OMB’s Controller and the 
Department of the Treasury’s Fiscal Assistant Secretary. 

The CFO Act, as expanded by GMRA, required that annual financial 
statements be prepared and audited for each CFO Act agency covering all 
accounts and associated activities of each office, bureau, and activity of 
the agency.'® The CFO Act also requires that the financial statements 
prepared pursuant to the act be audited in accordance with applicable 
generally accepted government auditing standards. These audits are the 
responsibility of the Inspectors General, but may be conducted by, and at 
the discretion of, the Comptroller General, in lieu of the Inspectors 
General. Inspectors General may contract with independent public 
accountants to conduct financial statement audits. 


Important Progress 
Made to Achieving 
CFO Act Goals 


The federal government has made substantial progress in financial 
management in the 15 years since the enactment of the CFO Act. If I were 
to summarize in just a few words the environment in 2005 as compared to 
1990, financial management has gone from the backroom to the 
boardroom. 


‘®The CTO Act initially called for pilot financial statements from selected agencies that 
covered all of the offices, bureaus, and activities of that department or service. 
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Achieving Cultural Change — Perhaps most importantly, we have seen 
true cultural change in how financial management is viewed, this has been 
accomplished through a lot of hard work by 0MB and the agencies and 
continued strong support and oversight by Congress. As I previously 
diseased, federal financial management had suffered from decades of 
neglect and an organizational culture that for the most part, had not fiilly 
recognized the value of good financi^ management — as a means of 
ensuring »:count^ility and sound management. 

Although the views about how an organization can change its culhire vary 
considerably, the organizations we and others have studied*^ identified 
leadership as the most important factor in successfully making cultural 
changes. Top management must be totally committed in both words and 
deeds to changing the culture and the fundamental way that business is 
conducted. At die top level, federal financial mmiagement reform has 
gained momentum through the committed support of top federal leaders. 
For example, improved financial performance is one of the six 
governmentwide initiatives in the President's Management Agenda (PMA). 
Under this initiative, agency CFOs share responsibility — both individually 
and through the efforts of the CFO Council — for improving the financial 
performance of the government To achieve the goals of the financial 
performance initiative, agencies must now have more timely and reliable 
financial information, improve the integrity of their financial activities, and 
have sound and dependable financial systems. In coryunction with the 
other governmentwide program initiatives of the PMA, the federal 
government is improving its financial reporting practices and overall 
accountability. 

Establishing a Govemmentwide Leadership Structure — ^As established 
by the CFO Act, OFFM, the 0MB organization with governmentwide 
responsibility for federal financial management, has undertaken a number 
of initiatives related to improving financial management capabilities 
ranging from requiring the use of commercial-off-the-shelf financial 
systems to the promotion of cost accounting. In addition to assessing 
agency financial performance for the PMA, OFFM has issued financial 
management guidance to agencies. Some of OFFM’s initiatives are in 
collaboration with the CFO Council and are broad-based attempts to 


Grant Thornton LLP and the Association of Government Accountants, CFO Survey: 
Preparing /(yr Tomorrow's Way of Doing Business, (Alexandria, Virginia; March 1998) and 
GAO, Ex&mtive Ouide: Cr&iting Value Through Worid-class Financial Management, 
GAO/AJMIW)0-134 (Washington. D.C.; April 2000). 
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reform Imancial management operations across the federal government. 
While reforming federal financial management is an undertaking of 
tremendous complexity, it presents great opportunities for improvements 
in financial man^ement and related business operations. In their efforts 
to continue financial management improvement, OFFM has recently 
collaborated with the CFO Council on initiatives in the following areas: 

• internal control, 

• full implementation of FFMIA, 

• asset management, 

• improper payments, and 

• control over federal charge cards 

Selecting QiuUified CFOs — The CFO Act established CFOs at the major 
departments and agencies and established minimum qualifications for 
CfX>s. Measured in terms of coming to the job with a proven track record 
in financial management, the background of individuals selected for these 
positions has improved tremendously over the past 15 years. For example, 
the CFO at the Department of Labor has held a range of CFO and CFO- 
related positions in the private sector and government over a SO-year 
career that included serving as Treasury’s CFO in a previous 
administration. Testifying with me today, Dr. Linda M. Combs, the 
Controller at OMB, brings impeccable credentials and extensive 
experience to the feder^ government’s financial management leadership 
and policy-setting organization and exemplifies today’s federal CFO. 

Improving Financial Management Systems and Qperarions— Since 1990, 
progress has been made towards improving financial management systems 
in the federal government. Improved agency financial management 
systems and operations are essential to support management decision 
making and results-oriented activities as addressed by the CFO Act. At a 
minimum, federal managers must have financial information that is 
reliable, useftil, and timely to support this effort. Federal financial 
management systems requirements for the core financial system, 
managerial cost system, and 12 other administrative and programmatic 
systems, such as grants, property, revenue, travel, and loans, which are 
part of an overall financial management system, have been developed. 
Beginning in 1999, OMB required agencies to purchase commercial-off-the- 
shelf (COTS) software that had been tested and certified through the Joint 
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Financial Management Improvement Program (JFMIP)‘* Program 
Management Office'® against the s^tems requirements that I just 
mentioned as well as the standard general ledger issued by the 
Department of Treasury. With these requirements, the federal government 
has better defined the functionality needed in its financial management 
systems which has helped the vendor community understand federal 
agencies needs. Concurrently, there has been an evolving realization that 
agencies need to change their business processes to ad£q)t to the practices 
embedded in commercially available software vereus modifying the 
software to accommodate their existing practices. 

Looking at financial man^ement systems from another perspective, the 
federal government has acted on opportunities to consolidate operations. 
For example, a number of agencies perform ^counting or business 
operations on behalf of others, consequently, the number of agencies 
processing payroll has been dramaticaily reduced from 22 to 4. According 
to 0MB, through these initiatives, millions of dollars will be saved through 
shared resources and processes and by modernizing on a cross-agency, 
govemmentwide basis. Further, 0MB had established agency task forces 
that focused on developing Centers of Excellence to (1) reduce the 
number of ^sterns that each individual agency must support, (2) promote 
standardization, and (3) reduce the duplication of efforts. If we were to 
compare the state of financial management systems today to where 
agencies were 16 years ago, the evolution has been dramatic. On the other 
hand, systems are at the top of our list in terms of remaining challenges for 
the future. As I will discuss later, agencies continue to struggle with 
developing and implementing integrated systems that achieve expected 
functionality within cost mid timeliness goals. 

Preparing Auditable Financial Statements — Most CFO Act agencies have 
obtained clean or unqualified audit opinions on their financial statements. 


* JFMIP was originally formed under the authority of the Budget and Accounting 
Procedures Act of 19K) and was ajoint and cooperative undertaking of the Government 
Accountability Office, the Department of the Treasury, 0MB, and the Office of Personnel 
Management (0PM), working in cooperation with each other to improve fin^cial 
management practices in the federal government. In a December 2004 memorandum, 0MB 
announced a realignment of JFMIP’s responsibilities for financial management policy and 
oversight in the federal government. 

Under the realignment of JFMIP’s responsibilities announced in December 2004, the 
Program Man^ment Office will continue its software certification process. Also, systems 
requirements will be Issued by OFFM. Therefore, JFMIP ceased to exist as a separate 
organization, although the Principals will continue to meet at their discretion. 
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Unqualified audit opinion for CFO Act agencies financial statements have 
grown from 6 in fiscal year 1996 to 18 in fiscal year 2005. Improvements in 
timeliness have been even more dramatic this year. Agencies were able to 
issue their audited financial statements within the accelerated reporting 
time frame — ^all of die 24 CFO Act agencies issued their audited financial 
statements by the November 15, 2005 deadline, set by 0MB, just 45 days 
after the close of the fiscal year. The CK) Act calls for agency financial 
statements to be issued no later than March 31st, which is 6 months after 
the fiscal year end, and in the earlier years some agencies were unable to 
meet that fimeftame. 0MB has incrementally accelerated the financial 
statement issuance date to address the timeliness of the information 
provided by the financial statements. Just a few years ago, most 
considered this accelerated timeframe unachievable. While the increase in 
unqualified and timely opinions is noteworthy, we are concerned about the 
number of CFO Act agencies that have had to restate certain of their 
financial statements to correct errors. I will discuss these issues in more 
detail later in this statement. 

Preparing Performance and Accountability Reports — Another clear 
in^cation of progress to date is the preparation of the annual Performance 
and Accountability Reports (PAR) by CFO Act agencies. The PARs provide 
financial and performance iriformation that enables the President, file 
Congress, and the public to assess the performance of an agency relative 
to its mission and to demonstrate accountability. These reports summarize 
program, management, and financial performance data, including the 
Annual Performance Iteports required by GPRA with annual financial 
statements and other reports, such as agencies’ assurances on internal 
control, accountability reports by agency heads and Inspectors’ General 
assessments of agencies’ most serious management and performance 
challenges. These reports serve as the federal government’s report to the 
American public and provide an accounting for the return on the 
taxpayers’ investment This information is also provided to decision - 
makers who are interested in CFO Act agencies’ performance, such as 
0MB and the Congress. Furthermore, the Association of Government 
Accountants recognizes federal agencies for their high-quality 
performance and accountability reports by its annu^ awarding of the 
Certificate of Excellence in Accountability Reporting (GEAR). For the 
most recent evaluation of 21 agencies performance and accountability 
reports, 10 agencies were recognized for achieving excellence in their 
reports. Of particular note, the Social Security Administration smd 
Department of Labor have received the GEAR award for the past 7 and 5 
years, respectively. As part of our effort to be a model agency, GAO has 
been awarded the GEAR award since it first applied in 2001 and for the 
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19th consecutive year, independent auditors gave our financial statements 
an unqualified opinion with no material weaknesses and no major 
compliance problems. 

Strengthening Internal Control — ^Accountability is part of the 
organizational culture that goes well beyond receiving an unqualified audit 
opinion; the underlying premise is that agencies must become more 
results-oriented and focus on internal control. In December 2004, 0MB 
revised its Circular No. A- 123, Management's Responsibility for Internal 
Control, to provide guidance to federal managers on improving the 
accountability and effectiveness of federal programs and operations by 
establishing, assessing, correcting, and reporting on management controls. 
Requiring federal managers, at the executive level, to focus on internal 
control demonstrates a renewed emphasis on identifying and addressing 
internal control weaknesses. Based on our 2005 assessment of high-risk 
programs,® three programs previously designated as high-risk, largely due 
to financial management weaknesses, were removed from the list. The 
Department of Education’s Student Financial Aid Programs, the Federal 
Aviation Administration’s Fhmncial Management, and the Department of 
Agriculture’s Forest Service Financial Management all sustained 
improvements in financial management and internal control weaknesses 
and thus warranted remo\aLl. Further, as I testified** before this 
subcommittee earlier this year, thousands of internal control problems 
were identified and fixed over the past two decades, especial!^ at the 
lower levels where internal control assessments were performed and 
managers could take focused actions to fix relatively simple problems. But 
again as I will discuss later, this type of work is far from complete. 

Developing New Accounting Standards — Another definitive example of 
progress made to date as well as a critical component of improved 
financial performance is the establishment of the Federal Accounting 
Standards Advisory Board (FASAB). In conjunction with the passage of 
the CFO Act, the 0MB Director, Secretary of the Treasury, and the 
Comptroller General est^lished FASAB to develop accounting standards 
and principles for the newly required financial statements and other 
federal entities. FASAB is comprised of a 10-member advisory board of 4 
knowledgeable individuals from government and 6 non-federal members 


“GAO, High-Risk Series an Update, GACW>5-207 (Washington, D.C.: January 2006). 

*‘GA0, Pinancial Management: Effective Internal Control is Key to Accountability, GAO- 
05-32iT, (Washington. D.C.: Feb. 16, a)06). 
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selected from the general financial community, the accounting and 
auditing community, and academia to promulgate proposed accounting 
standard designed to meet the needs of federal agencies and other users 
of federal financial information. The mission of FASAB is to develop 
^counting standards after considering the financial and budgetary 
information needs of congressional oversight groups, executive agencies, 
and other users. These accoimting and reporting stand^ds are essential 
for public accountidbUity and for an efficient and effective functioning of 
our democratic system of government. To date, FASAB has issued ^ 
statements of federal financial accounting standards (SFFAS) and 4 
statements of federal financial accounting concepts (SFFAC).“ The 
concepts and standards are the basis for OMB's guidance to agencies on 
the form and content of their financial statements and for the 
government’s consolidated financial statements. The standards developed 
by FASAB have been recognized by the American Institute of Certified 
Public Accountants as generally accepted accounting standards for federal 
entities. 


Challenges Remain 
to Fulfilling the 
Objectives of the 
CFO Act 


While there has been marked progress in financial management, as I have 
just highlighted, a number of challenges still remain. The principal 
challenges remaining are (1) modernizing financial management systems, 
(2) improving financial reporting, (3) building a financial management 
workforce for the future, (4) addressing long-standing internal control 
weaknesses, and (5) ensuring the continuity of financial management 
reform. Fully meeting these challenges will enable the federal government 
to provide the world-class financial management anticipated by the CFO 
Act. While there continues to be much focus on the agency and 
govemmentwide audit opinions, getting a clean audit opinion, though 
important in itself, is not the end goal. The end goal is the establishment of 
a fully functioning CFO operation that includes (1) modem financial 
management systems that provide, reliable, timely, and useful information 
to support day-to-day decision-making and oversight and for the 
systematic measurement of performance; (2) a cadre of highly qualified 
CFOs and supporting staff; and (3) sound internal controls that safeguard 
assets and ensure proper accountability. 


^Accounting standards are authoritative statements of how particular Qi)es of transactions 
and other events should be reflected in financial statements. SFFAC^ esqjlain the objectives 
and ideas upon which FASAB develops the standards. 
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Financial Management First and foremost, agencies must take full advantage of modem 

Systems technology and develop financial management systems that are integrated 

with the range of other business systems. The federal landscape is littered 
with far tw) many unsuccessful financial management system 
implementation efforts. Most notable has been the Department of Defense 
(DOD) where billions of dollars have been invested in financial 
management systems with little return on the investment. DOD has 
historically been unable to develop and implement busine^ systems on 
time, within budget, and with the promised c^ability. For example, we 
recently reported^ that the Department of Navy spent approximately $1 
billion for four largely failed pilot Enterprise Resource Plarming (ERP) 
system" efforts, without marked improvement in its day-to-day operations. 
The Navy now has underway a new ERP project, which early Navy 
estimates indicate will cost another $800 million. While the new project, as 
currently envisioned, has the potential to address some of the Navy’s 
financial man^ement weaknesses, it will not provide an all-inclusive end- 
to-end corporate solution for the Navy. Further, there are still significant 
challenges and risks ahead as the project moves forward, such as 
developing and implementing 44 system interfaces with other Navy and 
DOD systems and converting data firom legacy systems into the ERP 
system. 

The results of the fiscal year 2005 assessments performed by agency 
inspectors general or their contract auditors under FFMIA iiow that these 
problems continue to affect financial management systems at most of the 
24 CFO Act agencies. While the problems are much more severe at some 
^encies than at others, the nature and severity of the problems indicate 
that overall, management at most CFO Act agencies do not yet receive the 
complete range of information needed for accountability, performance 
management and reporting, and decision making. 


^GAO, DOD Business Systems Modernization: Navy ERP Adherence to Best Btisiness 
Practices Critical to Avoid Past Failures, GAO-05-858 (Washington, D.C.; Sept 29, 2005). 

"An ERP solution is an automated system using commercial off-the-shelf (COTS) software 
consisting of multipie, integrated functional modules that perform a variety of business- 
related tasks such as payroll, general ledger accounting, and supply chain management 
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As we recently testified in September 2005“, managerial cost accounting 
essentially entails answering very simple questions such as how much 
does it cost to do whatever is being measured, thus allowing assessments 
of whefi\er those costs seem reasonable. In other cases, it could involve 
establishir^ a baseline for comparison with what it costs others to do 
similar work or achieve similar performance. To date, ^cumulating and 
analyzing the relevant financial and nonfinancial data“ to determine the 
cost of achieving performance goals, delivering programs, and carrying out 
discrete activities has proven difficult to do. Among the barriers standing 
in the way of this enhanced data are nonintegrated financial systems, lack 
of accurate and timely recording of data, inadequate reconciliation 
procedures, noncompliance with accounting standards, including the cost 
management standani, and failure to adhere to the U.S. Government 
Standard General Ledger (SGL). 

What is most important is that the problem has been recognized. Across 
government, agencies have efforts underway to implement new financial 
management sterns or to upgrade existing systems. Agencies expect that 
the new systems will provide reliable, useful, and timely data to support 
day-tOHlay managerial decision making and assist taxpayer and 
congressional oversight Whether in government or the private sector, 
implementing and upgrading information systems is a difficult job and 
brings a degree of new risk. Organizations that follow and effectively 
implement accepted best practices in systems development and 
implementation (commonly referred to as disciplined processes) can 
manage and reduce these risks to acceptable levels, organizations that do 
not typically suffer the consequences. For example, our work at DOD” and 
the National Aeronautics and Space Administration" this past year has 
shown that these agencies, which have experienced significant problems 
in the past in implementing new financial management systems, were not 
following the necessary disciplined processes for efficient and effective 


“GAO, Managerial Cost Accounting Practices: Departments of Labor and Veterans 
Affairs, GAO-06-1031T {Washington, D.C.; Sept. 21, 2005) 

“Nonfinancial data measures the occurrences of activities and can include, for example, 
hours worked, units produced, grants managed, inspections conducted, or people trained. 

^GAO, Army Depot Maintenance: Ineffective Oversight of Depot Maintenance Operations 
and System Implementation Efforts, GAO-05-44i (Washi^on, D.C,: Jun. 30, 2005). 

"GAO, Business Modernization: Some Progress Made toward Implementing GAO 
Recommendations Related to NASA 's Integrated Financial Management Program, GAO- 
06-799R (Washington, D.C.: Sept 9, 2005). 
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development and implementation of such systems. As I mentioned earlier, 
NASA is on ite third attempt to implement a new financial management 
system. The first two attempts, which cost $180 million, failed and the 
current system initiative which is expected to cost close to $i billion, has 
experienced problems- As we pointed out in recent testimony® before this 
subcommittee, many of the problems the National Aeronautics and Space 
Administration has been experiencing with its financial management 
system stemmed from inadequate implementation of disciplined 
processes. As the federal government moves forward with ambitious 
financial management system modernization efforts to identify 
opportunities to eliminate redundant systems and enhance information 
reliability and availability, adherence to disciplined processes is a crucial 
element to reduce risks to acceptable levels. 


Financial Reporting 


In the area of financial reporting, we see two chadlenges: (1) the 
elimination of restatements and (2) greater transparency in financial 
reporting. Many CFO Act agencies have obtained clean or unqualified 
audit opinions on their financial statements, but the underlying agency 
financial systems and controls still have some serious problems. This 
manifested itself last year when a number of CFO Act agencies had to 
restate their financial statements. As we have previously testified,® at least 
1 of the 23“ CFO Act agencies restated their fiscal year 2003 financial 
statements, and 5® CFO Act agencies restated their fiscal year 2002 
financial statements. The restatements to CFO Act agencies’ fiscal year 
2003 financial statements ranged from correcting 2 line items on an 


“GAO, National Aeronautics and Space Administration: Long’Standing Financial 
Management Challenges Threaten the Agenqj’s Ability to Manage Its Programs, GAO*06- 
216T (Washington, D.C.: Oct. 27, 2005). 

®GAO, Fiscal Year 20(Nf U.$. Government Financial Statements: Sustained Improvement 
in Federal Financial Management h Crucial to Addressing Our Nation's Future Fiscal 
Challenges, GAO-05-284T (Washington, D.C.: Feb. 9, 2006). 

Departments of Agriculture, Defense, Health and Human Services, Justice, State, and 
Transportation, and the General Services Administration, National Science Foundation, 
Nuclear Regulatory Commission, the Office of Personnel Management, and the Small 
Business Administration. 

“At the time of our review there were only 23 CFO Act agencies because as we discussed 
earlier, FEMA was no longer required to prepare and have audited flnanci^ statements 
under the CFO Act, leaving 23 CPO Act agencies for fiscal years 2003 and 2004. 

“Departments of Agriculture, Health and Human Services, the Interior, Transportation, and 
the iVeasury. 
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agency’s balance sheet to numerous line items on several of another 
agency’s &ianda] statements. The amounts of the agencies’ restatements 
ranged from several million doUaisto over $91 billion. Nine®* of those 11 
agencies received unqualified opinions on their financial statements 
originaJly issued in fiscal year 2003. Seven of the 9 auditors issued 
unqualified opinions on the restated financial statements, which in 
substance replace the auditors’ opinions on their respective agencies’ 
original fiscal year 2003 financial statements. For 2“ of these nine 
^encies, the auditors not only withdrew their unqualified opinions on the 
fiscal year 20(^ financial statements but also issued other than unqualified 
opinions on their respective agencies’ restated fiscal year 2003 financial 
statements because they could not determine whether there were any 
additional misstatements and the effect that these could have on the 
restated fiscal year 2003 financial statements. We have reported* on some 
of these agency restatements and have work ongoing®^ at a number of 
other agencies to more fully understand the issues surrounding these 
restatements. We have not yet had a chance to look in any depth at 
restatements for fiscal year 2005 because fiscal year 2005 financial 
statements, which would identify any such restatements, were just issued 
by the deadline of November 16. We did note though, that there were a 
number of restatements. 

The second challenge is that current financial reporting does not dearly 
and transparently show the wide range of responsibilities, programs, and 
activities that may either obligate the federal government to future 
spending or create an e?q>ectation for such spending. The current financial 
reporting model provides information on financial position and changes in 
such position diuing the year, as well as budget results. However, more 
important than current and short-term deficits, we face large and growing 


^General Services Administration, National Science Foundation, Nuclear Regulatory 
Commission, Office of Persormel Management , and the Departments of Agriculture, Health 
and Human Services, Justice, State, and Transportation. 

“Nuclear Regulatory Commission and the Department of Justice. 

*GAO, Financial Audit: Restatements to the Department of State’s Fiscal Year 2003 
Financial Statements, GAO-05-8i4R (Washington, D.C.: Sept. 20, 2005). Financial Audit: 
Restatements to the Nuclear Regulatory Commission 's Fiscal Year 2003 Financiai 
Statements. GAO-06-30R (Washington, D.C.: Oct. 27, 2005). 

^’Departments of Agriculture, Health and Human Services, Justice, and Transportation, the 
General Services Administration, National Science Foundation, and Office of Personnel 
Management. 
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Structural deficits in the future due primarily to known demogr^hic 
trends, rising health care costs and relatively low federal revenues as a 
percentage of Ute economy. Our nation’s current fiscal path is 
ui^ustainable and failure to highlight, analyze and appropriately respond 
to the resulting long-term consequences could have significant adverse 
consequences on oiu* future economy mid standard of living. While the 
Statement of Social Insurance will provide long-term information for those 
specific programs, in our view, more comprehensive reporting is 
necessary to fiilly and fairly reflect the nation's longer-term fiscal 
challenges. Consequently, a top priority should be communicating 
important information to users ^out the long-term financial condition of 
the U.S. government and annual changes therein. Furthermore, FASAB 
recognized that tax expenditures, which can be large in relation to 
spending programs that are measured under federal accounting standards, 
may not be fully considered in entity reporting. Reporting information on 
tax expenditures would ensure greater transparency of and accoimtability 
for such expenditures.” 


Financial Workforce changing the way business is done in a large, diverse, and complex 
organization like the federal government is not an easy undertaking. 
According to a survey of federal CFOs,” federal finance organizations of 
the future will have fewer people, with a greater percentage of analysts, as 
opposed to accounting technicians. However, today, most functions within 
federal finance organizations are focused primarily on (1) establishing and 
administering financial management policy; (2) tracking, monitoring, and 
reconciling account balances; and (3) ensuring compliance with laws and 
regulations. While they recognize the need for change, according to the 
CFOs surveyed, many questions remain unanswered regarding how best to 
facilitate such changes. When it comes to world-class financial 
management, our study" of nine leading private and public sector financial 
organizations found that leading financial organizations often had the 


”GA0. Government Performance and AccounlaMlity: Tax Expenditures Represent a 
Substantial Federal Commitment and Need to be Reexamined, GAO-05-560 (Washington, 
D.C.; Sept. 23, 2005). 

“Grant Thornton LLP and Uie Association of Government Accountants, CFO Survey: 
Preparing for Tomorrow’s Way of Doing Business, (Alexandria, Virginia; March 1998), 

"GAO, Executive Guide: CreatiTig Value Through World-class Financial Management, 
GAO/AIMD-00-134 (Washington, D.C.: April 2000). Appendix 11 includes a synopsis of the 
key concepts discussed in the study. See Appendix II. 
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same or similar core functions (i.e., budgeting, treasury management, 
general accounting, and payroll), as the federal government. However, the 
way these hmctions were put into operation varied depending on 
individual entity needs. Leading organizations reduced the number of 
resources required to perform routine financial management activities by 
(1) consolidating activities at a shared service center and (2) eliminating 
or streamlining duplicative or inefficient process^. Their goal was not 
only to reduce the cost of finance but also to organize finance to add value 
by reallocating finance resources to more productive and results-oriented 
activities like measuring financial performance, developing managerial 
cost information, and integrating financial systems. 

The federal financial workforce that supports the business needs for today 
is not well-positioned to support the needs of tomorrow. A JFMIP study^' 
indicated that a significant majority of the federal financial mmiagement 
workforce performs transaction support functions of a clerical and 
technical nature. These skills do not support the vision of tomorrow’s 
business that will depend on an analytic financial management workforce 
providing decision support. The financial management workforce plays a 
critical role in government because the scale and complexity of federal 
activities requiring financial management and control is monumental. 
Building a world-class financial workforce will require a workforce 
transformation strategy devised in partnership between CFOs and agency 
human resource departments, now established in law as Chief Human 
Capital Officers, working with 0MB and the Office of Personnel 
Management. Agency financial management leadership must identify 
current and future required competencies and compare them to an 
inventory of skills, knowledge, and current abilities of current employees. 
Then, they must strategically manage to fill g^s and minimize overages 
through informed hiring, development, and separation strategies. This is 
similar to the approach that we identified when we designated strategic 
human capital management as a high-risk area in 2001 recognizing that 
agencies, working with Congress and 0PM, must assess future workforce 
needs and determine strategies to meet those needs, especially in light of 
long-term fiscal challenges.*^ Achieving the financial management vision of 
the future will be directly effected by the workforce who support it. 


*'JFMIP, Building a World Class Financial Workforce, The Federal Financial 
Management Worltforce of the Future, (Washington, D.C.: September 2003). 

GAO-05-207. 
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Internal Control 


Earlier, I noted that while important progress in strengthening internal 
control has been made, the federal government faces numerous internal 
control problems, some of which are long-standing and are well- 
documented at the agency level and govemmentwide. As we have reported 
for a number of years in our audit reports on the U.S. government’s 
consolidated financial statements, the federal government continues to 
have material weaknesses and report^le conditions in internal control 
related to property, plant, and equipment; inventories and real property; 
liabilities and commitments and contingencies; cost of government 
operations; and disbursement activities, just to mention a few of the 
problem areas. 

As an example, consider DOD which has many known material internal 
control weaknesses. Of the 25 areas on GAO’s high-risk list, 14 relate 
wholly or partially to DOD, particularly its financial management 
problems. Overhauling DOD’s fmancial management controls and 
operations represents a challenge that goes far beyond fmancial 
accoimting to the very fiber of DOD’s range of business operations, 
maitagement information systems, and culture. Although the Secretary of 
Defense and several key agency officials have shown commitment to 
transformation, as evidenced by key initiatives such as the Business 
Management Modernization Program" and the Financial Improvement and 
Audit Readiness Plan, little tangible evidence of significant broad-based 
and sustainable improvements has been seen in DOD’s business 
operations to date. For DOD to successfully transform its business 
operations, it will need a comprehensive and integrated business 
transformation plan; people with the skills, responsibility, and authority to 
implement the plan; an effective process and related tools, such as a 
business enterprise architecture;" and results-oriented performance 
measures that link institutional, unit, and individual personnel goals and 
expectations to promote accountability for results, 


"GAO, IX)D Business Systems Modernization: Long-standing Weaknesses in Enterprise 
Architecture Development Need to Be Addressed, GAO-05-702 (Washington, D.C.: Jul. 22, 
2005) 

"a business enterprise architecture is a weD-defmed blueprint for operational and 
technoio^caJ change. 
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As I testified before you in Februaiy 2005, we support OMB’s efforts to 
revitalize internal control assessments and reporting through the 
December 2004 revisions to Circular No. A-123. These revisions recognize 
that effective internal control is critical to impro^1ng federal agencies 
effectiveness and accountability and to achieving the goals established by 
Congress. They also considered the internal control standards issued by 
the Comptroller General,* which provide an overall framework for 
establishing and maintaining internal control and for identifying and 
addressing major performance and management challenges and areas at 
greatest risk of fiaud, waste, abuse, and mismanagement. 

Effective internal control, as envisioned in the newly revised Circular No. 
A-i23, inherently includes a successful strategy for addressing improper 
payments. Our prior work* has demonstrated that attacking improper 
payment problems requires a strategy appropriate to the organization 
involved and its particular risks. We have found that entities using 
successful strategies to address their improper payment problems shared 
a common focus of improving the internal control system — the first line of 
defense in safeguarding assets and preventing and detecting errors and 
fraud. Moreover, as we testified^'' before this subcommittee in July of this 
year, even though progress has been made, certain agencies have not yet 
performed risk assessments of ail their programs and/or estimated 
improper pajmients for their respective programs. 

I pointed out in my February 2005 testimony, six issues critical to 
effectively implementing the changes to Circular No. A-123, specifically, 
the need for 

1. development of supplemental guidance and implementation tools to 
help ensure that agency efforts are properly focused and meaningful; 

2. vigilance over the broader range of controls covering program 
objectives; 


Staridards for Internai CoiUrol in the Federal Government, GAO/AIMD-00-21.3.1 
(Washington D.C.: November 1^9). 

*GAO, Financial Management: Effective Implementation of the Improper Payments 
Ii\formation Act of 2002 Is Key to Reducing the Government’s Improper Payments, GAO- 
03-991T (Washington, D.C.: Jul. 14. 2003). 

^’GAO, Financial Management: Challenges in Meeting Govemmentwide Improper 
Payment Requirements, GAO-05-907T (Washington, D.C,; Jul. 20, 2006). 
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3. strong support from managers throughout the ^ency, and at ail levels; 

4. risk-based assessments and an appropriate balance between the costs 
and benefits of controls; 

5. management testing of controls in operation to assess if they are 
designed adequately and operating effectively, and to assist in 
formulating corrective actions; 

6. management accountability for control breakdowns. 

Since that time, in July 2005, the CFO Council, in collaboration with the 
President’s Council on Integrity and Efficiency (PCIE)** and 0MB, issued 
an implementation guide to assist departments and agencies in addressing 
die Circular No. A-123 requirements related to internal control over 
financial reporting. As I mentioned earlier, this is a positive first step to 
helping the federal government clearly articulate its objectives and criteria 
for measuring whether the objectives of Circular No. A-123 have been 
successfully achieved. Equally important will be the rigor with which these 
criteria are applied. 


Continuity of 
Leadership 


The federal government has always faced the challenge of sustaining the 
momentum of transformation because of the limited tenure of key 
administration officials. The current administration's PMA has served as a 
driver for govemmentwide financial management improvements. It has 
been clear from the outset that the current administration is serious about 
in^)roved financial management. We have been fortunate that, since the 
passage of the CFO Act, all three administrations have been supportive of 
financial man^ement reform initiatives. And, as I discussed earlier, we’ve 
seen a positive cultural shift in the way the federal government conducts 
business. Given the long-term nature of the comprehensive changes 
needed and challenges still remaining to fully realize the goals of the CFO 
Act, it is unlikely they will all occur before the end of the current 
administration’s term. TTierefore, sustaining a comrmtinent to 


The PCIE is an interagency council comprised principally of the presidenttally appointed 
and Senate-confiimed IGs, which is governed by Executive Order No. 12805(1992), to 
coordinate and enhance the work of the IG& The Deputy Director for Management in 0MB 
serves as the chair. 
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transformation In future administrations will be critical to ensure that key 
management reforms such as the CFO Act are fully attained. 

In closing, over the past 15 years, we have seen continuous movement 
toward the ultimate goals of accountability laid out in the CFO Act. I 
applaud the CFO and audit communities for tiie tremendous progress that 
has been made. While early on some were skeptical, the CFO Act has 
dramatically changed how financial management is carried out and the 
value placed on good financial management across government Sound 
decisions on the current results and future direction of vital federal 
programs and policies, while never easy, are made less difficult when 
decision makers have timely, reliable, and useful financial and 
performance information. Across government, financial management 
improvement initiatives are underway, and if effectively implemented, 
have the potential to greatly improve the quality of financial management 
information. Proper accounting and financial reporting practices are even 
more essential at the federal level than they were 15 years ago given the 
difficult spending challenges and the long-term fiscal condition of the 
federal government 

Further, I want to reiterate the value of sustained congressional interest in 
these issues, as demonstrated by this subcommittee’s leadership. It will be 
key that going forward, the appropriations, budget, authorizing, and 
oversight committees hold agency top leadership accoimtable for 
resolving remaining problems and that they support improvement efforts 
that address the challenges for the future I highlighted today. The federal 
government has made tremendous progress in the past 15 years, and 
sustained congressional attention has been and will continue to be a 
critical factor to ensuring achievement of the CFO Act’s goals and 
objectives. 

Mr. Chairman, this completes my prepared statement and I want to thank 
you for the opportunity to participate in this hearing and for the strong 
support of this Subcommittee in addressing the need for financial 
management reform and accountability. I would be happy to respond to 
any questions you or other members of the subcommittee may have at this 
time. 
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Appendix I: Chief Financial Officers Act 
Agencies 


Agency 

the Department of Agriculture 

Trie Department of Commerce 

Trie Department of Defense 

The Department of Education 

The Department of Energy 

The Department of Health and Human Services 

the Department of Housing and Urban Oeveiopment 

The Department of tt^ interior 

The Department of Justice 

The Department of Labor 

The Department of State 

The Department of Trwrsportation 

The Department of the Treasury 

The D^a^ent of Veterans Affairs 

The Environmental Pr^ection Agency 

The National Aerortautics arKi Space Administration 

the Agency for Intemationai Development 

.hte Federal Wmergency MarwgemantAgwi^F"^^ 

The General Services Administration 

the National Science Foundation 

fhetiucfear Reguiatory Commission 

The Office of Personnel Management 

The Small Business Administration 

The Social Security Administration 

The Department of Homeland Security 


'The Federal Emergency Management Agency, one of the origmal CFO Act agencies, was 
transferred to the Department of Homeland Security in 2003 ai\d thus removed firom the 
ori^nal list of CFO Act agencies. The Department of Homeland Security Financial 
Accountability Act of 2004 added DHS to the list of CFO Act agencies this bringing the 
total number of CFO Act agencies again to 24 . 
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Appendix II: Key Concepts of World-class 
Financial Management 


Key Concepts Ihom a GAO Executive Guide: 

Creating Value through World>dass Financial Management 
April 2000, GAO/AIMD-0(H34 


To {Korndeefiectivc in){:4emmtatkxi€tteda^ fiiwaat TTura^ns^reforav westu^ de Gnmoal nw\^nrent 

pracfi^ ant bnproveinmi etforo nina teadsig pubic and private sector finance ocganizattors to success 

piactia»ani<MiK)R«sasBodalBdwittiwcsU<lisftvncialmariageDnml Ocganizatkxssbidied&nR) the public secttH-vvere 
SieslategwPOTKrtsolMaaMchMttta.'fetasandVngam Prtvatesectorcaganzatxxestudied were Bodng, Chase 
MariuittanBvik.GmBatEkc&icHev^d^Riclcvd.OvymCornii^andf^n'. The«xecuth«giicfea!socix4aoscaaeshidis 
in «Bch am as weS as s&aie^ Id cwisida. 

Goal I • Make Financial Management an 
Entitywide Priority 

Ptadkel Build a Foundation of Conlnii and 
AaDunaUity Tltat SoppoM 
Reporting ana Pa fc aman eManagangW 



Key Ounosiatia 

'Dk grwidal reporting and audit {nocos tsa basic managSTwril 

andovesif^tt^ 

Acixuntatxlity is pan of the (irganiaatianat culture and goes weti 
beyond recaving an unqualified audit opnon 

[ntental controb meet both otenul firundal (cporting and 
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Mr. Platts. Thank you, Mr. Steinhoff. Again, both of you, we ap- 
preciate your testimony here today and your written testimonies. 
I think both of you well captured where we are today with some 
great successes, all major agencies reporting in 45 days versus 
months and months and months in the past. 

Mr. Steinhoff, your statement about the importance that this is 
about accountability, not simply accounting, and what are the tax- 
payers getting for their money that is being expended, at the end 
of the day is it a good investment? And you mentioned the chal- 
lenges that still lie ahead. But the team effort that has transpired 
in the last 15 years from those who were behind the legislation, 
and you certainly played a direct role in writing that legislation, 
and then everybody since, the Department CFOs in your past posi- 
tions and now in your current positions, the GAO continuing to be 
very engaged, 0MB, and that Congress needs to stay part of the 
effort. If we continue as a team in that fine-tuning and strengthen- 
ing, whoever is sitting in this chair 15 years from now will hope- 
fully, though there is always going to be room for improvement, but 
hopefully there will be less room for improvement. 

And who knows, maybe even DOD will have had a clean opinion, 
or actually have an opinion. Maybe not clean, but we will take just 
an opinion. 

One of the examples I think that is very relevant. Dr. Combs, 
that you highlight in your written testimony is the financial man- 
agement community working closely with each other. The CFO Act 
in creating the CFO Council, I imagine there was some interaction 
either informal or formal, but having a formal structure for CFOs 
to work together and share best practices. 

And as we talked earlier this week, the example with Katrina 
and how your twice-a-week meetings with all the relevant CFOs is 
a perfect example of that structure being in place to ensure that 
we are kind of all on the same page and working ahead. 

With all the advancements that have occurred, and now in my 
third year as chair of the subcommittee, I am looking at where we 
came from and where we are. And when I look at the numbers, de- 
spite great advancement, at least 11 different major agencies have 
received less than unqualified opinions. And as we saw last year, 
our number of restatements rose from five in 2003 to 11 in 2004. 
This year, when we look at the numbers, we kind of held even in 
unqualified opinions at 18 and we dropped from 4 to 3 on those 
with no material weaknesses, no evidence of noncompliance. 

It seems we have kind of leveled off. Is there anything that kind 
of explains that or that we need to be conscious of to not just stay 
at this level but to keep pushing? And why are we seeing those 
numbers where they are; somewhat kind of leveling off? We have 
seen great gains, but then hit a plateau. We don’t seem to be able 
to continue the path upward. 

Ms. Combs. I think that one of the major situations we are deal- 
ing with here relates to the move forward and where we are right 
now with our internal controls. I think the 45-day deadline has 
given us a tremendous opportunity to cause quarterly statements 
to have to be issued during the year to provide a tremendous 
amount of stability during the year. But I think where we have to 
go henceforth is continuing to work through those material weak- 
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nesses, reportable conditions, and our internal controls govern- 
mentwide. 

Because in each and every department, it’s extremely important 
to do that day-to-day work and to get it done right all during the 
year and not to wait until year end. I think, if anything, the 45- 
day time limit has forced agencies to be more aggressive, more de- 
termined at each quarter, at each month in presenting their state- 
ments. And I think that has had a tremendous impact on where 
we are right now. 

In order to continue to strengthen that base and in order to add 
two or three or four or more departments to the clean audit rank 
up for next year, I think we have to work very, very hard this year 
to certify these internal controls, and I think that will add as much 
stability as anything that we can do. 

I also think Jeff hit it exactly right in terms of the technology 
and the systems integration that we have to continue to work to- 
ward in these departments. It cannot be manual and heroic efforts. 
It has to be sustained through these diligent internal control efforts 
and having the right technology and processes in place in order to 
get continuous improvement. 

Mr. Platts. The focus on the internal control initiative, I would 
agree and hope that is kind of the impetus that gets us off the pla- 
teau; that initially it could even have us off the plateau in a regres- 
sive way. But long term it has to be key to getting not only just 
18 but 19, 20, and continue chipping away at a complete success. 

So we will be anxious as we move forward with that to see how 
that plays out. 

Mr. Steinhoff. 

Mr. Steinhoff. If you look at 2005, you have three agencies that 
went down from the previous year. And in looking at the type of 
problems they cited for two of those three it directly related to put- 
ting up a new system, and that’s a risky proposition. 

We audit the IRS, and they were going to roll out the first mod- 
ule of their system about a year and a half before they did. And 
as the auditor, we said, “Well, gee, are you really ready to turn 
that thing on October 1st?” And there was a little bit of a pause 
there. Well, that’s the date. We said, “You’re taking a big, big risk 
here. That’s a date driven decision and if you don’t do it right, you 
will probably lose your opinion and you may lose it for several 
years.” 

So they stepped back and made sure that disciplined processes 
were followed. I give Mark Everson a lot of credit for that, and they 
rolled that system out this year and it worked fine. 

But for two of those three that went down, it was a result of hav- 
ing a new system in place. I think people are learning more. There 
were perhaps problems in previous years that management just 
was not aware of. There might have been a roll-out in a new site 
where certain things were not picked up. I think the auditors are 
becoming more savvy and they have a better understanding of the 
risk of some of these entities. 

When entities have a lot of adjusting entries at year end, it’s not 
what you want to see. Maybe if you have four or five of them, but 
not thousands of them. And I think some of it is the fact that you 
have had heroic efforts in the past. And as people become more so- 
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phisticated, they can get down underneath the numbers a little bet- 
ter. 

The other area which I think has driven some of the going back 
and forth on agencies from clean to a disclaimer or a qualified opin- 
ion are some of the unique financial statements, the statement of 
budgetary resources. Some of these have become somewhat confus- 
ing to some. I do not think they’re rocket science, I do not think 
the problem is the lack of guidance from 0MB, which some have 
claimed, but I think it’s the lack of familiarity. And I think some 
of the auditors had to learn what those statements really were. 
They were signing off on them with gigantic errors that were fairly 
easy to find. 

So I think it’s a learning process. The two you mentioned in your 
opening remarks, DOD and Homeland Security, are the ones that 
face the biggest problems, biggest challenges. I wouldn’t see them 
on the radar screen for a thumb up or two in the next couple of 
years. 

Mr. Platts. Hopefully not my 15-year prediction. 

Mr. Steinhoff. It shouldn’t be 15 years. It shouldn’t be 15 years. 

Mr. Platts. Mr. Steinhoff, you touched there and in your written 
testimony on the system issue. 

Mr. Steinhoff. Yes. 

Mr. Platts. And in your statement you reference about NASA 
and DOD not following the necessary disciplined processes for de- 
veloping the systems. We have seen that earlier in your statement 
where you referenced the billion dollars the Navy had spent on the 
four enterprise resource planning systems, and currently underway 
with a new program, $800 million, what is the best thing we can 
do, either as a subcommittee with oversight or 0MB in their co- 
ordination with all these, to try to ensure that type of up-front 
preparation is occurring? 

Because I would think that after the number of failings in DOD 
alone or elsewhere, anybody out there looking to do one of these 
systems saying, “All right, what are these disciplines, what are the 
steps we want to make sure we follow,” but that doesn’t seem to 
be the case. So what do we need to do different to ensure that does 
happen? 

Mr. Steinhoff. I think it’s very important that when funding is 
provided for these systems that the Congress has oversight directly 
over those that represent a major investment. When you’re talking 
$800 million, a billion, you are talking big dollars there. And it is 
not uncommon in a large activity like defense to have development 
projects of that size. They become unmanageable. You don’t have 
any direct accountability over them, you have multiple project 
managers. At the time it’s finished, someone is in charge that had 
nothing to do with all the mistakes made along the way. 

It is a matter of holding someone accountable along the way, 
having regular oversight, making sure that the agencies and de- 
partments are following disciplined processes in practice. Many ac- 
tivities have a good set of rules. If someone wanted to look at a 
leading organization in terms of written practices, DOD would have 
those written practices. But these are very complex operations. You 
have many, many stovepipes involved. You have many players. You 
have numerous committees or jurisdictions on the Hill that have 
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responsibility. You’re going to have to have a way for the major 
large dollar investments to have some kind of oversight mechanism 
where they have to come back to the Congress or come back to 
0MB or come back to someone and say we have achieved X, Y and 
Z and here is the return on investment. 

I remember a number of years ago looking at a system and the 
return on investment at that time was projected to be 2 percent. 
That was before they started. Well, no one would ever invest $1 bil- 
lion, especially in the early years of computer technology, to get a 
2 percent rate of return. Private sector wouldn’t invest unless it 
was a large rate of return. 

So systems, I think, are a real difficult issue. The disciplined 
processes, the enterprise architectures, investment management, 
concept of operations requirements, management, testing, they 
can’t shortcut any of those things. And, typically, when one does a 
postmortem when they go down, you will find some or all of those 
things. 

I would think right now, we just issued that Navy ERP report, 
that some in the Navy would be asking some very tough questions. 
How is that effort that has just started going to fit in with the 
other 44 systems it is supposed to integrate with? I do not think 
they have any idea. So I’m not sure I would invest that amount of 
money in something until I knew. But it is really a lot of oversight 
over that is needed. 

Mr. Platts. Dr. Combs, is there any consideration at 0MB to, 
through executive action, put that type of threshold review in place 
with 0MB; that if it’s going to be — and I would probably start low, 
low relative to DOD — say $10 million, if you are going to spend X 
amount, whatever X is, on a new system, that it has to be pre- 
sented to and reviewed maybe by 0MB and GAO; that you have 
dotted the Fs crossed the T’s before going forward? 

Is that something you are doing or are willing to look at as a pos- 
sible action? 

Ms. Combs. Mr. Chairman, we are already in the process of re- 
viewing each and every financial system upgrade, each and every 
financial systems change that is being presented. And the way we 
do that is individually, department by department. It is amazing. 
There is a considerable amount of knowledge out there about what 
not to do, and it is quite amazing how much of that knowledge we 
end up sharing with people who are either beginning the thoughts 
of their business plan to eventually get into a new financial system. 

But first and foremost we are requiring them to do a very de- 
tailed business plan for any kind of core financial system. 

Mr. Platts. What’s the consequence if you review it and don’t 
think that they are ready to move forward? How does that play 
out? 

Ms. Combs. Well, I will give you an example. There was a de- 
partment this past year, just a few months ago, that we worked 
with them, they worked with us. It was a very collegial working 
relationship, because no one wants to be written up as getting on 
the front page of the Washington Post for wasting the taxpayers’ 
money. There is nobody out there that wants to do that. They all 
want to do it right. So this department was actually seeking help. 
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We were able to work with them and show them where the high 
risk areas were, where the pitfalls potentially could be if they 
stayed on the same plan that they were on. And they, along with 
our consultation, decided to do something very similar that Jeff 
talked about with the IRS. They decided to delay their implementa- 
tion for a year so that they could get on to a very good business 
plan, get it broken up into very constructive pieces, and reduce 
their risk of running into a problem. 

Mr. Steinhoff. One of the difficult challenges, and DOD is a bit 
different, there is a little bit different kind of oversight in DOD, 
and in DOD about 80 percent of the financial information comes 
from nonaccounting systems, so these systems wouldn’t necessarily 
go through that prism of the financial system prism. They would 
go through a different set. So you have various sets of looking at 
it and you have totally different, in the end, funding mechanisms 
in DOD where they are dealing directly with the Congress verses 
through 0MB. They go through 0MB but it’s different. 

Mr. Platts. So if it’s a specific line item in approps for DOD for 
this program, that is financial management related but it is specifi- 
cally delineated in the appropriation, 0MB, you are still going to 
engage; right? Will you still review that type of program, even if 
it is a specific line item for a program versus here are your funds 
for financial management and they decide to use some of those 
funds to upgrade? 

Ms. Combs. Well, I would say that our first and foremost priority 
is looking at core financial systems. And quite frankly, Mr. Chair- 
man, I’d be really, really in good shape if I think we have reviewed 
all core financial systems and had them on the right track, not just 
for the DOD that we are talking about, but for each one of the 24 
act agencies as well. 

In fact, there are people I have heard recently even stand up at 
meetings and say, “Oh, I do not think there’s anybody out there 
that has ever kept their clean opinion and done a core financial 
systems change.” Well, I’m here to dispel that. We did it when I 
was at DOT and the CFO there. So there is a way to do a core fi- 
nancial system, get it into an agency or department and do it right 
and still keep your clean opinion. That’s what we’re seeking for all 
of our agencies. 

Mr. Platts. I want to make sure I understood you. Dr. Combs. 
Do I take that to mean that while that review should happen with 
all programs, it’s not necessarily happening? 

Ms. Combs. Well, are you talking about the core financial sys- 
tems? 

Mr. Platts. Yes, for the core systems. 

Ms. Combs. The core financial systems are being looked at indi- 
vidually by our division OFFM, the Office of Federal Financial 
Management, each and every one of those individually, department 
by department. We are reviewing their business plans, we are re- 
viewing and having a great deal of oversight with anybody who 
wants to make changes in their core financial system. That is ongo- 
ing. 

Mr. Platts. So that is across the board? 



48 


Ms. Combs. That is ongoing. We welcome transparency and con- 
tinued good input from our colleagues in GAO as well as the Hill 
on each and every one of those. 

Mr. Platts. Mr. Steinhoff, your example in the ERP would be an 
example in DOD where it is outside of that core financial huge 
sum. It’s a system investment that perhaps doesn’t get the same 
level of scrutiny that 0MB is able to give to the core financials? 

Mr. Steinhoff. Yes. And the part of the real challenge is who 
controls the money. Take, for example, the Navy system. That 
money really wasn’t controlled by the Defense Controller, that was 
controlled by the Navy. 

And one of the things I think the Controller General has spoken 
to at these hearings is who controls the money. And perhaps in De- 
fense, as they are putting their architecture in place, they should 
be looking from a corporate perspective. Is it worthwhile to spend 
this money on this system in the Navy or this system in the Army? 
Right now these individual services get their own money for their 
own systems for their own committees. And, again, when it’s part 
of a broader array of systems that feed into a financial system, you 
need to look even harder at it. 

So you don’t have the same degree of control when you don’t con- 
trol the funding. To the extent one controls the funding, if the Con- 
troller controlled the funding, that would be different. They can 
provide advice, they can suggest some things. But to the extent 
whoever controls the funding or oversees the funding makes the ul- 
timate decision. 

Mr. Platts. With DOD, and this kind of leads to the next ques- 
tion I was going to touch on, is that easy one of what is it going 
to take at DOD and DHS, and maybe specifically starting with this 
issue of oversight of these systems investments. 

I apologize, my staff maybe can remind me of the name, but with 
the recent announcement with Acting Deputy Secretary England 
and taking the lead role on the business modernization — I forget 
the exact title — the Business Transformation Agency, yes. I was 
close. Do you see that helping to change the culture there, the envi- 
ronment, to have a more coordinated oversight? Or, again, not 
when we get into things like this. 

Mr. Steinhoff. OK, yes. First of all, I want to say that I have 
nothing but admiration for the capability of the defense managers. 
This is a unique, highly different environment they are in. It is the 
biggest entity in the world, really. They run cities, towns, school 
systems, hospitals. You name it, they do it. Seventy-five percent of 
the procurement dollars, most is discretionary spending. So they 
have a complex set of issues and have a lot of very highly capable 
people. 

The concern that we have raised is that, yes, we have certainly 
seen a change at the top in DOD. There were many years of denial 
or of, well, these rules don’t really apply to us. You have now a 
very concerted commitment from the Secretary on down. You have 
the deputy, who is involved personally. And I have observed it, 
having attended some of these Defense business board meetings. 
He is personally engaged. He’s a highly knowledgeable person. 
Very, very capable. If someone is going to achieve reform and get 
it done, you would have to do it at that level. 
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The issue that GAO and the Controller General have raised is 
the duration of the time it will take for this reform to take place. 
A Deputy Secretary does not have a span of control or a span of 
office that is going to be sufficient to complete the task. And one 
of the proposals that we have made for consideration is to have a 
chief management official, or chief operating officer. 

And what one would do is just really have two deputies. You 
would have one deputy for the policy or the warfighting side that 
would be engaged in that, and a separate deputy in charge of busi- 
ness operations, and that person would be empowered to make 
those decisions across the department. The CFOs from the various 
services have a very strong dotted line relationship, almost a solid 
line — which is what the CFO Act envisioned — ^back to that deputy. 
That deputy would control the money for business operations. 

Granted, you would have to have the logistics heads and all 
those groups. I mean, they have their needs to carry out their mis- 
sions. But it would not be the stovepiped type of approaches they 
have today. Today, it’s stovepipe within systems, and that’s what 
they’re trying to break down. And we’re very supportive of what 
they are doing, but the real tough question is how far do they get 
before another group is there, and what kind of staying power do 
you have? 

They have had initiatives before where they have had systems 
czars and what not, and it is a very difficult cultural type of barrier 
to break through. So you have to have a very strong person. They 
have to have unequivocal backing on high, probably some kind of 
contract or term, and it has to be someone who has done this be- 
fore and who is going to be there for, let’s say, 7 to 10 years to do 
it. 

Mr. Platts. That authority over all of those entities, a CFOs 
analogy on a much smaller scale, is with NASA. 

Mr. Steinhoff. Much smaller. 

Mr. Platts. And giving the CFO authority over all the center 
CFOs, so that they really have authority but one-thirtieth or so of 
the budget. 

Mr. Steinhoff. Yes, much, much smaller. And DHS, which you 
mentioned before, that’s a different situation somewhat. 

Mr. Platts. I was going to ask you to expand, because, again, 
a very important department, important mission, with obviously 
very significant challenges. Is there anything that you want to 
highlight regarding DHS? 

Mr. Steinhoff. I thought you might ask something about it 
today, so I gave it some thought. One day they did not exist, the 
next day they did. And you took a lot of entities, put them all to- 
gether. They came from disparate agencies, and they all had dif- 
ferent systems. Many of them came in there without the best sys- 
tems in town and they had to operate. And it is probably a work 
in process in terms of how do you manage and how do you estab- 
lish a culture. 

They say it takes 7 years to make cultural changes, 7 to 10 
years. Well, they have been in business a couple of years and they 
had maybe 10 or 12 cultures when they started. And they just don’t 
have a cohesive set of business systems and they have certainly 



50 


had some difficulty getting started because they had a whole host 
of other things they were trying to deal with. 

I remember having meetings there shortly after they set up shop 
and most people didn’t have phones or offices or didn’t know who 
their staff were. So you have a basic startup operation. I think 
their problems can be resolved much more easily than Defense’s, 
but they do have serious problems. And I think you’re going to 
have to have a very committed vision toward what those business 
systems are. You’re going to have to consider that it won’t get done 
in, let’s say, the 3 years remaining in this administration. So you 
might have to have somebody that can sustain it from one adminis- 
tration to the next. But this is a very difficult challenge. It’s not 
going to be easy. 

Mr. Platts. Dr. Combs, did you want to add anything on either 
DOD or DHS? 

Ms. Combs. Well, I think Jeff has hit on the high points. I think 
one of the real critical elements, whether it’s these departments 
that you have just discussed with him or whether it’s any of our 
other departments, top-level leadership is extremely critical. I 
think there are some committed people there who are committed 
to doing the right thing with the management of those depart- 
ments. 

I think the other critical aspect is to have some very, very clear 
action plans, hold people accountable for those plans of action, and 
keep breaking those things down into manageable entities so that 
they can be worked on and people can see some success. 

Mr. Platts. Actually, before I move on, I want to go back to one 
followup, Mr. Steinhoff. On those Navy systems that were the $1 
billion and the four systems, I expect I know the answer, but to the 
best of your knowledge was anyone demoted, fired, or any funds re- 
covered regarding the billion dollars that were spent that proved 
not worthwhile; that they had to start over? 

Mr. Steinhoff. I do not know if there were any personnel ac- 
tions taken or anything along those lines. In terms of the money 
spent, the money was spent. There were certainly some lessons 
learned. There was probably some things they gained they could 
take to the new project, but certainly not $1 billion worth. 

And we felt at the end of the day that the effort was largely a 
waste. It just shouldn’t have started and it really was not a return 
on investment. 

Mr. Platts. When I look at those numbers, and having just come 
to the hearing from the appropriations vote where I voted no on an 
appropriations bill that failed, the Education-Labor-HHS, and spe- 
cific things I looked at in this bill. Special Ed funding, an increase, 
but minimal increase, and proven programs like Even Start that 
was cut by 67 percent, that have proven successes out there. Then 
I see us turn around and spend $1 billion on things that really in 
the end didn’t help anyone. It just really makes me more certain 
that the vote I just cast was the right one. 

Dr. Combs, in your position, you have some unique perspective, 
having been CFO in two agencies and now as Controller. How do 
you see your role in interacting with those agency CFOs in the en- 
vironment that you are able to kind of establish the culture out 
there? 
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And then what is your read of the major department agencies of 
the environment for the individual agency CFOs who are trying to 
really get their financial houses in order? 

Ms. Combs. Well, I’m very, very proud to serve with the cadre 
of CFOs that I serve with and have served with in the CFO role. 
I think we have some very hard working, determined, and commit- 
ted managers out there who have taken very strong leadership 
roles in each of their respective departments and agencies. 

One of the things that I look back on that I think has helped us 
tremendously in the CFO Act of 1990 was turning financial man- 
agement into a leadership role. It brought it out of the back room, 
as Jeff reminded us a bit earlier, and brought it to the front table. 
And I think of all the things that the CFOs have to work with, the 
top leadership in their own respective departments and agencies 
and having that top-level support has given all of us an oppor- 
tunity to do the right thing and to establish the right processes and 
know that we are going to be respected for who we are and what 
we do in each and every one of those departments. 

I have been extremely fortunate to always have the senior lead- 
ership behind me. The commitments that I have been able to make 
and the things that I have been able to personally do have all been 
sustained by upper-level leadership. I think you have to have that 
in each and every one of these departments. 

Mr. Platts. Without needing to know specifics of a certain Sec- 
retary or department in mind, are there instances in the time you 
have been Controller that you have seen or are aware of where a 
certain department or agency is just not responding well to what 
0MB expects of them from a financial management point; that you 
or any of your predecessors in going to Director Bolten, or whoever 
the Director of 0MB is, that the financial management issue kind 
of comes up to the top level at 0MB and then to the top level in 
whatever department or agencies to the Secretary? So rather than 
your working with a CFO without success, does it then get up kind 
of to the top boxes of the department in 0MB? 

Ms. Combs. Well, I am certain that could happen if it needed to 
happen. There is no question in my mind that not only do I have 
that availability to make that happen through my Director or 
through the Deputy Director, if I needed to utilize that mechanism 
I could and would do that. Fortunately, as I said earlier, I have a 
very wonderful cadre of CFOs that have previously been my peers 
and who are now either ascending into a new CFO role, because 
we do have some new CFOs, that I have been able to establish a 
very good working relationship with. And because I have been 
there and have done this job in so many different departments, I 
think a lot of people rely and depend on my consultation early in 
the process, and that’s what I want. I want to be a colleague as 
well as an energizer and someone who does indeed hold them ac- 
countable when they need to be held accountable. 

I think the issues that I have seen thus far relative to depart- 
ments that have needed some special help, we talked about the 
three departments that in essence regained their clean opinion this 
year. Obviously, they lost it last year. Those were three depart- 
ments that we came in with and tried to work collegially with them 
to say, “have you done this, have you done this?” And there are cer- 
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tain things that you do as a day-to-day management requirement 
in these departments and agencies that make all the difference in 
the world relative to quarterly statements, and, consequently, your 
audited opinion for the year. 

So I think it’s important to know that top level leadership is be- 
hind you and you can utilize it. It’s important for your peers and 
the departments and agencies to know that. And quite often, be- 
cause of the President’s management agenda, everybody is speak- 
ing off the same page, so it doesn’t matter if the Deputy Secretaries 
are meeting or if the Secretaries are meeting, which occasionally 
the President might say to them, how are you doing in your finan- 
cial management, and they always know that might be a possibil- 
ity. 

So having the President’s management agenda is a wonderful 
tool at all levels. There is no level that is immune from being 
asked, how are you doing on financial management, and I think 
that is a great tool, and one we utilize very effectively. 

Mr. Platts. And I think the importance of that senior leadership 
cannot be understated, I think it’s one of the aspects of President 
Bush’s administration that this issue has not really been, in a 
broad sense, highlighted as it should be. The administration really 
has been diligent and very determined in trying to have good finan- 
cial management be instilled and lasting. And I think that’s re- 
flected — DOD has worked with Secretary England in a number of 
positions, with Navy, or as Navy. Now Deputy Secretary of DOD 
as well, that sent a very strong message and one that the new 
agency effort was being kind of rolled out said, “Well, I’ve got to 
really learn more about it.” But one thing that did give me good 
confidence was the fact that Deputy Secretary England was going 
to be there, personally involved, and that was both going to send 
a very important message out throughout the Department and 
would provide truly a very good leadership at that senior level. 

So the relationship — we’ve kind of been internally in the finan- 
cial community, but when we’re talking about the financial sys- 
tems, we get into the Chief Information Officer and the interaction 
between CIO and CEO and how that impacts the system, the in- 
vestments that are made. 

Could the two of you expand on your view of how that is occur- 
ring within agencies, and then specifically with 0MB. What, if any, 
level of intensity or interaction between 0MB and CIOs, where it 
is relating to financial management systems? 

Ms. Combs. I’ll speak first within the agencies, because as a CEO 
in an agency, if you are adopting new financial management sys- 
tems or any systems that you’re working on, maybe it’s some en- 
hancements to your system, you really need a very strong partner 
in your CIO. And both of those positions report directly to the Sec- 
retaries or the heads of each of the agencies. So it’s very, very im- 
portant for the CEOs to understand the complete CIO level of in- 
volvement as well as you, the CIO, has an expanded level, looking 
at the entire enterprise, the financial management needs to be a 
part of that. 

And it has always served me very well as a CEO to work very, 
very closely with the CIO and developing any business plans — of 
course those are all presented each and every year through the 
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CIO and through my counterpart, who deals with the CFOs at 
0MB. She and I have a very close working relationship as well as 
we’re dealing with financial management matters and financial 
systems that relate to the CIOs in these departments and agencies 
as well. 

So I think the close working relationship is there, both at the 
0MB level, and it must be there at the departments and agencies 
for them to be successful. 

Mr. Platts. Mr. Steinhoff, what do you see as far as good or bad 
in departments and agencies? 

Mr. Steinhoff. I agree fully with what Linda Combs just said. 
You have to have a partnership. It has to go both ways. We’re real- 
ly looking here at business systems, business modernization. And 
there is a fine line between the CIO role, CFO role, program role. 
You have to have a partnership between all the parties moving to- 
ward a common goal of providing business support. That’s really 
what the CFO is doing, providing strategic business information to 
top management, year-end reporting, stewardship-type of functions, 
paying bills, etc. And they are doing that on behalf of the programs 
that are there. 

So you have to have people in these roles who can work with 
other people, have the proper kind of interpersonal abilities, and 
can see things from multiple sides. You have to look at what the 
enterprise needs. And for those entities that are most successful, 
they will have developed these kinds of personal partnerships that 
Linda Combs spoke to. 

If it be that the CFO says I have these powers. I’m going to do 
this regardless of what you say, and the CIO says I control the sys- 
tem, I’m going to do X, Y and Z, and then the program manager 
on the other side says well, I want it another way, there has to be 
a partnership and there has to be a very clear plan in a depart- 
ment that deals with its range of business systems of which the ac- 
counting or financial is part of it. 

Mr. Platts. Is there any department that you’re seeing where 
that type of relationship is not occurring, that interaction, that 
partnership, that concerns you? 

Mr. Steinhoff. It’s not something that I could really address 
across government. I can say that in the experiences I’ve had in 
DOD they seem to be trying to establish that partnership between 
these various units. There are problems and their systems are 
huge, but I can’t really speak to any — I can get back to you if we 
have issued any reports out of our IT team that’s spoken to that. 

I’m sure from just a common sense view there probably are some 
that don’t work well together, but those are the kind of things that 
the head of the agency, head of the department should be aware 
of. And the head of the department should make sure that’s really 
what their job is, they and the deputy, to make sure these business 
partners are working together. Because if they’re not working to- 
gether you will suboptimize the results, and you will find yourself 
in the same position year after year. 

Ms. Combs. And I will just add to that. I think if Jeff and I prob- 
ably went back and looked at the lessons learned from some of the 
failed areas, we probably would find that at least one of the top 
three areas were considered to be some of the causes for it. 
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Mr. Platts. That partnership broke down and didn’t occur? 

Ms. Combs. Correct. 

Mr. Platts. On DHS in specific, Dr. Combs, when we passed the 
Financial Accountability Act, DHS Financial Accountability Act, we 
tried to place greater emphasis on financial accountability to bring 
it in compliance with the CFO Act, to move forward so that this 
major agency is on the same plane as all the others. 

In your initial review of their end of the year 2005 statement, do 
you see progress being made in DHS this year versus last year? 
And Mr. Steinhoffs highlighted what the challenge is as a new 
agency, 22 agencies come together inheriting multiple material 
weaknesses, it’s a pretty staggering assignment, but do you see 
progress being made there? 

Ms. Combs. Well, I think the mere fact that they presented on 
time is certainly something to applaud them over. 

I think there is tremendous hard work going on, and we’ve 
talked about in the past some heroic efforts. I think that — because 
of what Mr. Steinhoff had to say earlier about the way this depart- 
ment came together, that it is a major, major task to have come 
as far as they have actually come over the last couple of years for 
the very same reasons he referred to. 

I think that the progress is continuous, and I think that it will 
continue to be toward the positive. 

Mr. Platts. You mentioned about past heroic efforts and not just 
at DHS, but in your assessment with all of them making the 45 
days. I agree, it’s a great step to get that information now and be 
able to review and act on it rather than waiting another several 
months. What is your read on how their role, the heroic effort 
played into the 24 agencies and departments in getting that done 
versus the quarterly statements happen to guard against that or 
negate the necessity of that type of heroic effort? 

Ms. Combs. I’ve talked with a number of CFOs over the course 
of the last couple of weeks, and I’ve also talked with some IGs as 
well to get their sense of whether or not they think things are bet- 
ter or, “less heroic” than they have been in the past, and I think 
100 percent of those have indicated to me that it gets better and 
better every year, and that this year is better than last. But it is 
because of those monthly and quarterly statements, it’s because of 
that discipline that has had to be interjected in each and every de- 
partment each and every month along the way. And that discipline 
is serving us all well. And one of the ways that discipline continues 
to serve us there is that fewer and fewer heroic efforts are having 
to be engaged in at year end in order to get the clean audit. 

Mr. Platts. Mr. Steinhoff, your assessment on the heroic effort 
issue? 

Mr. Steinhoff. I would basically agree. I think that when we 
went from 5 months to IV 2 months, that wasn’t nibbling at the 
edges. And someone couldn’t just throw five more people at it. They 
had to fundamentally change the processes that they used to pre- 
pare financial statements, they had to step back. It wasn’t a matter 
of telling the auditor to work harder or faster, it was a matter of 
being able to project information forward, to prepare quarterly 
statements, and to organize materials. And we find every year in 
our audit of the IRS — we are the auditors of IRS — it’s a very large 
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audit. It’s a very large entity. It’s got a lot of complex issues that 
are involved there. They do have a lot of systems challenges, a lot 
of control challenges, but they made fundamental changes in their 
processes for preparing statements. They took the various business 
owners, people who have owned the inventory or whatever it might 
be, they forced them to the table to change their processes. So they 
were routinely doing certain things like reconciling each month, 
taking fiscal inventories if that was part of the job, it was built into 
what people would do day to day, and therefore it wouldn’t be an 
add-on at the end of the year. 

We have found that the audit, the preparation has gone smooth- 
er in the last few years. Auditors will always find some trans- 
actions they question. There is always a degree of those. The ques- 
tion is, do they break the threshold for materiality? We find fewer 
and fewer errors, they correct the errors we find, but fewer and 
fewer, not material in any way, but fewer and fewer. They’ve im- 
proved at doing that. The fact that they had to accelerate, the fact 
that one time they had a business there like Charles Rossetti, they 
changed their personnel, that was extended, and they’ve got people 
that know what they’re doing. And I have just seen a marketed im- 
provement on their side, having been the auditor up close and per- 
sonal for years and years. And I would say that is across the board. 

Is it difficult? Do they work real hard at it? Do they spend nights 
and weekends on it? Yes. Do the auditors spend nights and week- 
ends on it? Yes, whether they be private sector or government 
auditors, so this is a big effort. I remember in the early years one 
of the agencies I think it took 14 months that 1 year and had some- 
thing like 3,300 spread sheets, these big spread sheets. So they 
were taking vouchers and recording numbers on these sheets, and 
that’s how they prepared the statements. 

Mr. Platts. I’m glad they didn’t come and have to present all 
that before the committee. 

Mr. Steinhoff. Well, they were in this room, I actually saw it. 
And people were sitting there for 14 months doing that. You just 
don’t see that. 

There are a lot of real challenges and a lot of hard work, and 
there are numbers that must be derived through statistical sam- 
ples or special analyses which you would like to routinely come 
from the system, but if they work toward that — in theory, the ulti- 
mate is you push the button, your numbers come out, and you 
would just have the normal things you have to accrue. I think 
they’re all moving in that direction, and they certainly understand 
what to do. When they first started, they didn’t each know how to 
prepare these things or what to do. 

Mr. Platts. We will have one heck of a celebration when we get 
all the departments, agencies to be able to push the button and 
have them just appear. It will really be something to continue 
working for because if we get to that with any department, agency, 
that really is going to get what we’re after — that day-to-day, reli- 
able substantive information with which to make informed deci- 
sions. 

As we go forward, and with the A-123 requirements, you talked 
about in the short term, there is likely to be some additional weak- 
nesses uncovered because we’re kind of digging a little deeper, a 
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little more thoroughly. In the short term we will have some addi- 
tional weaknesses which in the end will have long-term henefits. 
In light of that prediction or belief, which I think is probably a fair 
one, do you think that in those six we should anticipate some enti- 
ties that have clean opinions now not getting a clean opinion next 
year because of the more substantive review that the new internal 
control requirements will place on them? 

Ms. Combs. Absolutely not. I expect that we will continue to im- 
prove the number of clean opinions. I expect that A-123 and the 
certifications that are done in June are indeed going to uncover 
some things, but I do believe that they will uncover some things 
that are not as difficult to correct as some of the things that we 
already know about. 

I think that one of the things that we have seen over the past, 
if you look at the material weaknesses and you analyze the mate- 
rial weaknesses in each and every department, these are very long- 
term, pervasive, repeat material weaknesses. And while there may 
be new material weaknesses that are presented, there may be evi- 
dence that some of the internal controls that are not in place that 
should be put in place. I envision while they may be deeper, they 
may be indeed easier to correct. That is my hope, my anticipation. 
Because as you and I have talked before, we will be closer to where 
we want to be in terms of financial management in each and every 
department when we have all the program managers and all the 
financial managers looking at material weaknesses and reportable 
conditions just like they were the same and correcting them on a 
day-by-day, month-by-month basis, understanding what they are 
and understanding what it means to correct them. 

So I think that my anticipation at this point is we’re going to 
push forward, we’re going to use this opportunity with A-123 that 
we have to ferret out additional things that need to be corrected, 
and expect and hold accountable departments and entities in mak- 
ing them happen and making them happen quickly. 

Mr. Platts. And I think maybe it is a fair statement to say, in 
that belief it was going to happen is what you have seen at IRS, 
is that exact type of identification, correction and positive results. 

Mr. Steinhoff. Yes. I think fixing something that you find to be 
wrong, holding someone accountable. Some things in the past are 
hung out there for years that could have been relatively simply re- 
solved, and it’s having a basic policy perhaps that we expect these 
things resolved in 3 months or 2 months, whatever it is, and hold- 
ing someone accountable for doing that. It needn’t result in a loss 
of a clean opinion. If you have done the work in an arduous man- 
ner, you should find your problems before year end. 

Looking at some of the problems this past year, there were 
things that were found toward the end of the audit or end of the 
period sometimes found by management. They didn’t know about 
a certain something. So it’s getting on it quickly, it’s recognizing 
when you’ve got a long-term, deeply rooted problem, what it takes 
to do that and get on top of that and hold someone accountable, 
but not having hundreds and hundreds of open weaknesses, hun- 
dreds and hundreds of audit recommendations and requiring man- 
agement to take responsibility. 



57 


One of the very important things in the revision to A-123 is it 
really revitalizes what was in the 1982 act, and that is that man- 
agement is responsible for this, it’s a fundamental responsibility. 
And there is nothing wrong with finding a control problem. The 
problem is if one doesn’t then fix it. It should be rewarded for find- 
ing it and rewarded for fixing it and punished if they don’t fix it. 

Mr. Platts. Agreed. And that approach is certainly what we all 
are after. 

The only two questions that somewhat relate to the personnel 
issue and continuity, one is we find that many agencies rely heav- 
ily on contractors to perform their financial statement production. 
And how does that impact the long-term ability or continuity of 
that department or agency using contractors to maintain and really 
have that knowledge base be there and retained year to year, long 
term to build on if it’s contractors performing the work? 

Mr. Steinhoff. It’s not the environment you want to find your- 
self in. You want to use a contractor if you think this is a body of 
work that you need it to be done once or twice, you don’t have the 
skill mix; but you wouldn’t want to be paying somebody every year 
to carry out your basic responsibility. There certainly are good rea- 
sons to use contractors, especially if you have a skills gap. But if 
you’re totally dependent on a contractor to do just basic things and 
every year you’re paying someone to come in and estimate what 
your inventory is worth or how much property you have, that’s only 
a number for that 1 day. It doesn’t really give you the kind of infor- 
mation to manage day-to-day. 

I remember early on in our work at IRS they hired a contractor 
to come up with an estimate of their property, and we made it very 
clear to them that 1 day after the end of the fiscal year any num- 
ber they had was not of any use, and they would have to spend 
that money again, and again, and again. And you ought to fix the 
basic system, you want your own people to be generating those 
numbers. And the fact that they were going to have to keep paying 
and paying and paying, you want to have your own capacity. But 
that is not to say that you can’t make a business decision in certain 
areas that it might be more cost effective to use a contractor, but 
it shouldn’t be to process transactions and what not. 

Mr. Platts. Dr. Combs. 

Ms. Combs. I think it really boils down to management account- 
ability and management effectiveness. I think good managers and 
good leaders in any organization look across the entire enterprise 
and they see where the human capital needs are. And you either 
go out and buy the support you need, whether it’s temporary or 
long term. You might make a long-term decision, as Jeff just men- 
tioned, that is a particular cadre of individuals that maybe we can’t 
attract into the Federal sector like we should. But it all comes back 
to the general management responsibility and having a leader, a 
manager look across the entire enterprise of an organization and 
decide what human capital needs there are. And if there are busi- 
ness reasons and good business reasons for using contractor sup- 
port versus our own Federal cadre, then I think that needs to be 
explained by management, both to employees as well as the people 
that we support. 
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Mr. Platts. Is my understanding correct that with the A-123 
work, that’s heavy — or maybe not extensive, or mostly contractor 
done work? 

Ms. Combs. I am aware that there are some agencies and depart- 
ments that are contracting some of that work out, but I am further 
aware and have been very clear with other CFOs that this is a 
management responsibility. This particular element, and certifying 
these internal controls is nothing that can be delegated, it’s nothing 
that can be bought, this is clearly on the shoulders of management. 
You have to stand behind whatever work is done, whether it’s done 
by contractors or whether it’s done internally. 

Mr. Platts. OK. The related issues — ^you have touched on really 
both of getting the necessary human capital in place, especially in 
times when we’re really trying to emphasize good financial man- 
agement and really to set a good path for the future. 

And Mr. Steinhoff, in your written testimony. I’m going to just 
quote and I think you capture it well, “building a world class finan- 
cial work force will require a work force transformation strategy 
devised in partnership between CFOs and agency human resource 
departments working with 0MB and the Office of Personnel Man- 
agement.” I would be interested if both of you, where are we re- 
cording that type of effort, that strategy and all the partners being 
on the same page to bring that together? 

Mr. Steinhoff. I think this is a huge challenge. We’re in a tech- 
nology age today, it’s the very early stages of it. We have a Federal 
work force that has large numbers that are going to be retiring 
soon, and we have major opportunity to restructure at the same 
time. If you look at the financial management arena, the IT arena, 
both of which are heavily engaged in what a CFO would be doing, 
the competition for talent is intense. The students get top dollar 
when they get out of school, you have to aggressively compete for 
them, you have to be very agile in doing that. And frankly, you 
have to have a very strong human capital strategy. You have to be 
able to quickly respond to needs. And I know at GAO I feel very 
fortunate that we have a lot of these abilities. And I have attended 
forums in the executive branch and I think they face a real difficult 
challenge, challenge of being agile and being able to immediately 
hire somebody to go out and try to get the best people they can get 
when they’re competing against the major consulting firms who are 
paying top dollar. We have to challenge people when they come 
into government. The average person today that enters the work 
force is not going to spend 30 years or 40 years at the same job 
like yours truly did, they’re going to move from job to job. I have 
kids in their 20’s, and I don’t think they plan to stay one place for 
their whole career. But the government’s going to have to be able 
to really compete in a tough, tough market. It presents a good op- 
portunity, but I know that GAO can compete quite well. I’m not 
sure that some of the agencies are prepared to compete on the 
same basis. 

Mr. Platts. Are you seeing that type of — that recognition gov- 
ernmentwide and the strategy that you reference even in the initial 
stages? 

Mr. Steinhoff. I don’t think in the financial management arena, 
based on just discussions I’ve had with CFOs, some of the forums 
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that have been sponsored in the past where people have talked 
about human capital and they’ve shared the war stories about 8 
months to hire someone, and you know, and they go down to col- 
leges. I know I asked my kids all the time when they were in col- 
lege, well, when the recruiters came down, you know, how was it. 
And there was sometimes a big difference between what was sent 
down to these colleges to recruit these kids. If you’re going to be 
recruiting an accountant, you send a young accountant down, you 
don’t send a personnelist down, you don’t send a person down to 
pass out fliers, you don’t give them a 45-page form to fill out with 
many of the questions not really applicable to them, and you don’t 
spend months getting back to them on it. You have to do it imme- 
diately. 

We have a lot of summer interns in GAO, we are bringing in 
sharp people, they’re seniors maybe going into their fifth year be- 
cause most of the cutting students are in 5-year programs now. 
And we have them there, they’re there for the summer, and we 
make a face to face offer at the end of the summer. We have a com- 
petitive wage we’re paying them, and we are pursuing them the 
same way a CPA firm would be. And I think that’s really what the 
executive branch is going to have to be in a position to do. 

One of the concerns that I always have whenever we have budg- 
etary problems is some of the first things to go are what are called 
support functions in financial management. But as people retire, 
you have an opportunity, but you have to have a good plan for suc- 
cession. You have to be grooming people for the future and you 
have to be willing to move quickly, you have to be agile. 

I will let Linda speak a little more about some of the authorities 
they have, but I felt in some of the forums I participated in that 
I was speaking about a whole different way of procuring services 
than some others were. And it’s not easy for me because I’m com- 
peting against all the major accounting firms. I’m competing 
against all the consulting houses. The government has a lot to 
offer, and we have to have strategies both for the entry level, we 
also have to have strategies for those people that want to rebound 
in their career, they’ve been with a major firm for 5 or 6 years, 
they have sort of burnt that out in life, they want to move on. And 
you have to have very, very astute recruiting strategies there. And 
I’m not really sure if the CFO community — my sense is that is an 
area they need to work on, look at in the future on. 

Mr. Platts. Dr. Combs, I would be interested in your perspec- 
tive, and especially what, if any, relations with Office of Personnel 
Management and how to develop that effort. 

Ms. Combs. I, too, am very concerned about our ability to attract 
and retain financial managers in the Federal Government. I think 
that the President’s management agenda on human capital govern- 
mentwide has sensitized people to the fact that we have a particu- 
lar need in the financial community to strengthen that particular 
area, as well as others. But Jeff mentioned the IT community. But 
CFO and IT are more and more difficult to attract and retain peo- 
ple because the outside salaries are so substantial and we can’t 
even come close to those. 

But I think the other thing that I would commend GAO on and 
say that I think we have to buildupon the work that GAO has done 
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over the last several years in their human capital effort. I think 
they’re probably one of the stars that I have seen in — certainly in 
the Washington arena, but certainly for a private sector organiza- 
tion as well. I think they’ve done some remarkable things relative 
to human capital efforts, and I think that certainly is a priority of 
the CFO Council. 

We have a sitting CFO from the corporate world to come to each 
one of our CFO Council meetings and talk with us about issues of 
common concern. They are always the first to bring up human cap- 
ital, and we listen with intrigue to hear them talk about retention 
and attracting their share of well-trained financial managers. And 
I can’t help but know, as I hear them talk about the training pro- 
grams that they embark upon and the tremendous efforts that they 
undertake in these very large corporations to keep people on their 
payroll, they do an awful lot once they are able to attract people 
into their corporation. 

We had a loose federation of us CFOs embark upon bringing in 
some MBAs between their first and second year last summer, and 

I had done it when I was at EPA and DOT. And I think we had 

II MBAs throughout government this past summer. They had 
never thought about working for the Federal Government, and 
would not have thought about it had I not gone and recruited on 
their campus. They had a tremendous eye opening as to what it 
was like to work in financial management in the Federal Govern- 
ment. It was a very, very positive experience. But I told them com- 
ing in I already apologize to you because I know when you get 
ready to graduate this coming June, I will not be able to attract 
you into the Federal Government because the salary I could offer 
you is so low compared to what you could get in the private sector. 
I will not be able to touch you. And that breaks my heart to know 
that is the way we have less vehicles than we need to work with 
in our human capital. 

You asked if I had done some work with 0PM. Obviously there 
are some proposals underway right now, and the financial commu- 
nity is of course a part of some of those proposals, but I truly look 
forward to a day when I can say to those MBA candidates, you 
come see me next year, I want to have a shot at you as well. That’s 
where we need to be. 

Mr. Platts. And some of that is outside of all of our control, and 
not just meaning salaries, but perspective of the employee that 
serving in public service is a high calling. And maybe it’s money, 
but there is a way of giving back to the service that makes up for 
less money, that you’re serving your country, whether it be in uni- 
form in the military or civilian in a department or agency. 

Mr. Steinhoff. They have to see they’re making a difference, 
they have be to challenged and motivated, they have to be given 
responsibilities that they feel are challenging. I think all those 
things are very, very key. And you have to then, once you have 
them, to point that finger raised on spending money and develop- 
ing the people. You have a procurement community right now 
that’s got an acquisition sort of professional that receives certain 
training and certain special funding. They should have that in the 
financial management community. I mean, do they have the money 
to train, to develop, to move people around? And again, it’s retain- 
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ing, it’s attracting. And people are attracted, as you say, for a vari- 
ety of reasons. 

Mr. Platts. I see it in my immediate office with our district of- 
fices and my D.C. office with summer interns. We always have six 
each summer that split the summer, half in the district, half down 
in D.C. and then throughout the school year. And one of the things 
we find, especially when they are in the district, is that making a 
difference as a college student, either junior or senior year going 
into, and when they’re — ^because we very quickly throw them in the 
deep end. We’re not interested in having someone around to make 
copies, we’re interested in having them really understand what the 
work is all about, and very quickly, you know, swim — not sink, 
swim. But when they start to experience that they’ve made a dif- 
ference in the life of a constituent, a veteran in getting their bene- 
fits or Social Security, whatever it may be, that feeling of accom- 
plishment that they helped somebody, you know, that goes a long 
way. 

Ms. Combs. And in the financial community, when you give them 
projects that are in the billions of dollars of magnitude, that they 
would never probably work on in a lifetime in a corporation — or 
maybe not for 10 or 15 years in some of the major corporations — 
they really have their eyes opened. And many of them have indeed 
said what you just did. Well, yes, you’re right, you can’t attract me 
because of the money, but because I’ve seen what I’ve seen about 
public service and been able to look at the magnitude of respon- 
sibility I could have even as a summer employee, and they get to 
see some of these other capable senior managers in our work force 
as well, they can tell that they can truly make a difference. 

Mr. Platts. I have one final specific question, and it really is — 
again is pretty early, but the GSA disclaimer is one that seems, 
given a track record of great success, that jumps out. Is there an 
initial read that either or both of you have on what has transpired 
there to result in the disclaimer being required? 

Ms. Combs. We have not had a chance to review that completely 
yet. It’s obviously a disappointment. I know that in talking with 
the CFO there, she was extremely disappointed. It came up, as Jeff 
talked about, toward the end as well. And very, very committed, 
though, to doing the right things to turn that around, and we’re 
eager to help in any way we can. 

Mr. Platts. OK. 

Mr. Steinhoff. We really have not had a chance to look behind 
it. I think it is somewhat related to some systems changes they 
made, but we have not had an opportunity to go behind it. 

In that case they — as I recall they got a clean opinion on certain 
statements and disclaimer on others, so they have a mixed kind of 
opinion for 2005. 

Mr. Platts. We’re kind of anxious to see how that does play out 
and what we have learned from that because of that, that we’re 
going to move forward in an increasingly positive way and not re- 
gress, and they have been an agency as a great example of good 
work, that continues. 

One final more general question, and that is we’ve talked early 
this year, and we’re continuing to work on I guess behind the 
scenes on the kind of consolidation, looking at the CFO Act and the 



62 


various related financial management pieces of legislation that 
have been adopted over the last 20 or so years and how they need 
to be updated and better coordinated. 

Is there a benefit for us going forward with that effort to elimi- 
nate redundancies? As we’re challenging financial managers in lots 
of ways, is it worth the effort that we’re putting forth and will need 
to continue to put forth to undertake a major consolidation effort 
that in the end benefit those managers out there day in and day 
out to have that consolidation occur? 

Ms. Combs. I think any way that we can better define what suc- 
cess looks like to managers in a more streamlined fashion, the way 
that we continue to look at financial management throughout gov- 
ernment, if we can pull together some things that make sense to 
work together, even in the internal controls efforts, we continue to 
encourage people to look across their entire enterprise and look at 
things they already have in place, things that are already being 
looked at, take those and adopt those. Don’t layer on something on 
top of this, this is not a layering on process, this is a utilization 
of what is already there and helping management to come to grips 
and to agreement with the idea that this is a management account- 
ability, and I’m the one certifying this using their own judgment. 
So those are the kind of I think things I think that help managers 
a lot to know that they have the authority to do that, and to rely 
on their own good judgment and their own good processes that are 
in place. 

Mr. Steinhoff. I think it’s also a good idea to do that now. We 
need to harmonize certain things, we need to clarify certain things, 
consolidate certain reporting. Some things are now being done that 
meet the intent of these acts, but they’re in a different form. And 
we need to make that legitimate. We no longer really need to have 
a separate Federal Manager’s Integrity Act report if you make it 
part of the PAR. We don’t need to have some of the things that we 
presently have. 

So a lot of harmonization, perhaps updating certain things to ad- 
dress what’s been more refined practices. We can deal with some 
of the investment issues, place more clearly some of the things that 
would be, in fact, expected. I think there is a good opportunity for 
a committee report that would lay out and provide a record of 
where the Congress is today of where they’re expecting this to be, 
some of the things we’ve spoken about today. There can even be 
some human capital proposals in there that deal with training, de- 
velopment, etc. So we look forward to working with you all on it. 

And I think it’s a good opportunity to kind of step back. All these 
acts interrelate in some way, and it’s not too hard for those who 
have been involved for a long time to see how they interrelate, but 
I could certainly see someone coming on the scene new looking at 
all these laws and all these acronyms and what not and not rec- 
ognizing that gee, it’s not this and that, it’s really this broader con- 
cept. You don’t see some of the things we spoke about today in 
Black and White in some of those bills. 

Mr. Platts. Well, as Dr. Combs was saying about a young grad- 
uate coming out and the opportunity to work on billion dollars 
projects, that is the other side. I was thinking of also coming out 
and saying you have the CFO Act, you have FMFIA, you have — 
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being a little overwhelmed, because as we kept layering as opposed 
to bring it in in a cohesive fashion — we are working on that type 
of report and welcome the continued insights of our offices and 
staff. And again, part of that same team effort that we’re all after 
at the end of the day, that same goal. 

We are very grateful for your testimony here today, and espe- 
cially day in and day out the work of you and your staffs on what 
I continue to believe is one of our most important responsibilities, 
as we like to reference to, accounting for the people’s money was 
laid out in Article I of the Constitution, and I think appropriately 
so. And it’s a little different times today in 2005 than in the 1700’s, 
but the importance and the right of the public to know what their 
money is being used for is just as important today as it was then. 
So your efforts are very commendable and appreciated. 

We will keep the record open, if there is anything you need to 
followup with us for 2 weeks, and we will look forward to our con- 
tinued interactions with you. 

Mr. Steinhoff. Thank you very much. 

Mr. Platts. This hearing stands adjourned. 

[Whereupon, at 4:25 p.m., the subcommittee was adjourned.] 
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